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EDITORIAL 


As We See It 


As was to be expected, and doubtless was 
expected. no little criticism has greeted the im- 
position of stringent restrictions upon consumer 
credit. At least some of this opposition is of the 
extreme variety. Doubtless there will be those 
who will not like the curtailment of lending for 
housing construction. Indeed, dissatisfaction is 
already beginning to make itself evident. So 
doubtless it will be with whatever other credit 
limitations are imposed in the months to come— 
and we are assured that others are on the way. 

The disposition of those who defend such reg- 
ulations is to warn that these so-called indirect 
controls are more or less certain to be replaced 
—that is. if they are removed or greatly weak- 
ened—by direct controls which the critics will 
like even less. Price regulations, extensive al- 
locations of materials and possibly of labor, ra- 
tioning. and other similar measures are said to 
be “in the cards” if such credit controls do not 
“stick” or do not prevent “inflation.” Precisely 
how much validity lies in this line of reasoning, 
we are hardly in a position to say. We venture 
the opinion that all such matters will be largely 
determined by the shifting currents of public 
opinion. which dislikes both controls and rapidly 
rising costs of living. 

What we are perfectly clear about in our minds 
is thai neither indirect nor direct controls of the 
sort here in question will do what is demanded 
of them—or at least what should be desired of 
them. Stringent limitation of the use of credit 
for selected purposes could curtail spending in 
the lines affected. It is possible that they in some 





Inflation Impacts 
On Investments 


By RAYMOND RODGERS* 


Professor of Banking, New York University, 
Graduate School of Business Administration 


Contending, though inflationary pressures are very great, 
inflation will not go as far as most people think, due to 
steps taken and to be taken, Dr. Rodgers looks for 
higher interest rates, but warns “stocks” are not always 
safe hedge against inflation. Says real estate mortgage 
investment situation has improved and concludes that 
conditions now require careful research and judgment in 
selecting investments. 


The twin specters of inflation and goods shortage once 
more hang over our economy. These dangers are again 
uppermost in the minds of our people. 

That inflation is an ever-present danger in a credit 
economy seems to have been forgot- 
ten by many! True, fiscal policies, 
money management and public debt 
management may compound the 
danger; but, even so, there are not 
enough new elements of danger in 
the current developments to warrant 
the pessimistic conclusions of inevi- 
tability which so many people seem 
to have reached. Before embracing 
such a “gospel of despair,’ let us 
analyze the economic realities and 
potentialities to weed out the fears 
and formulate the probabilities. 


Durable Consumer 

The target, as the “planners” say, 
of such an analysis would be the 
determination of the impact of re- 
armament on an economy already 
working at capacity. At the outset, it should be clearly 
understood that the present boom arises from construc- 
tion, mainly housing, and from durable consumer goods; 
rearmament has not yet started to “roll.” So far, con- 


Continued on page 29 


Goods or Guns? 


Raymond Rodgers 


Problems in Produciion 
Race with Russia 


By SUMNER H. SLICHTEi* 
Lamont University Professor, Harvard University 


After reviewing production situation evoked by Korean 
War along with arms race, Professor Slichter estimates 
an increase in gross national product by end of 1951 
of from 6% to 10%. Foresees uncertainty in volume of 


non-military consumption, but predicts if plant and 
equipment expenditures are to be financed by non- 
inflationary methods, a large increase in personal and 
corporate savings is needed. Favors issue of govern- 
meni bonds having guarantee of fixed purchasing power. 


I 


The amount of additional production required by the 
defense and foreign military aid program of the United 
States is uncertain and no really definite figures have 
been submitted to the public for critical review and dis- 
cussion. If the number of men in 
the armed services is raised from 
about 1.4 million to 3 million and 
several billions of dollars of foreign 
military aid are provided, the in- 
crease in the continuing outlays on 
defense and foreign aid will be 
about $18 billion a year above the 
fiscal year 1949-50, or more than 
6% of the gross national product at 
the present rate of output. For a 
year or so the expenditures will be 
considerably above this rate—how 
much above will depend upon how 
rapidly the armed forces are 
equipped. For a year or so, begin- 
ning late in 1951, expenditures on 
defense and foreign military aid may 
be about $28 billion a year above the outlays of the fiscal 
year 1949-50. This increase in expenditures would 
absorb 10% of the gross national product at the present 


Prof. S. H. Slichter 
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*An address by Prof. Redgers before the General Session of the 


*An address by Dr. Slichter before the American Management 
American Mutual Alliance, Boston, Mass., Nov. 1, 1950. 
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The Commercial and Financial Chronicle 


The Security I Like Best 


A continuous forum in which, each week, a different group of experts 
in the investment and advisory field from all sections of the country 
participate and give their reasons for favoring a particular security. 


(The articles contained in this forum are not intended to be, 
nor are they to be regarded, as an offer to sell the securities 
discussed.) 


LAURENCE M. MARKS 


Senior Partner, Laurence M. 
Marks & Co., Members New York 
Stock Exchange 


(Divco Corporation) 


While a great many stocks in 
the present market are selling 
above their 1946 highs, there are 
a few shares of well established 
corporations 
which are sell- 
ing substan- 
tially below 
the levels at 
which they 
were selling 
in the middle 
of 1946, even 
though the 
companies 
have con- 
tinued their 
growth and 
progress. 

One of these 
opportunities 
is the shares 
of Divco Corporation of Detroit, 
Mich., which in 1946 sold as high 
as 28% and are now selling on 
the New York Stock Exchange 
around 15. 

The Divco Corporation first pro- 
duced their type of stand-as-you- 
drive truck in 1927. In 1932 the 
company was incorporated in 
Michigan as the Continental Divco 
Company which was changed in 
1936 to the Divco Twin Truck 
Company, when the company took 
over the stand-as-you-drive divi- 
sion of the Twin Coach Company 
of Kent, Ohio. The company 
changed its name to Divco Corpo- 
ration in 1944. 

The company nas specialized in 
door-to-door delivery units and 
at the moment sells the majority 
of its trucks to the milk industry. 
The company has shown a steady 
record ot growth, and I am giving 
below sales and net income fig- 
ures for 1941 and also the postwar 
period, 1946, 1947, 1948 and 1949. 

The company earned $1.53 a 
share for the nine months ended 
July 31, 1950, and it is estimated 
that the earnings for the fiscal 
year ending Oct. 31, 1950, will be 
in excess of $2.20 per share. 

From 1936 to 1941 the company 
showed very steady progress. On 
Jan. 15, 1942, the government for- 
bade the production of all trucks 
for commercial usage so Divco 
during the war period manufac- 
tured airplane parts, chiefly sta- 
bilizers for Curtiss-Wright. At the 
close of hostilities the company 
converted to their former business. 

When they reconverted. the 
company had such a large back- 
log of orders that it had to devote 
its time to take care of former 
customers, chiefly in the milk in- 
dustry, so it was impossible to de- 
velop sales in other industries. 
The company came to the end of 
its backlog in 1948, and since that 
time has not only concentrated on 
the manufacture of milk trucks 
but has been selling at an increas- 
ingly rapid rate its trucks to 
bakers, laundries, commercial 
cleaning and dyeing. establish- 
ments and other industries for 
whose use the Divco truck is par- 
ticularly well designed. 

The company has a very strong 


Laurence M. Marks 


The present Presi- 
dent, Ray Long, has been with 
Diveo since 1936 and for a long 
time was Vice-President in charcee 
of sales. He was elected Pres.dent 
in January, 1949. John Nicol [I, 
son of the founder of the com- 
nany, is Vice-President in charge 
of sales; George Muma is Vice- 
President in charge of production 
and Nathan Fine is Treasurer. 

The company is at the moment 
operating at capacity and has a 
backlog of orders for over 1,700 
trucks. 

The company has paid a regular 
dividend of 40 cents quarterly for 
over two and one-half years, and 
at its present price of 15 the yield 
is most attractive. 

Divco is well established in the 
truck field, and it seems to me its 
shares are at the moment much 
underpriced and should show con- 
siderable appreciation in the near 
future. 


management. 


NORMAN W. STEWART 
Security Analyst, 
F. S. Smithers & Co., 
New York City 


(American Republics Corp.) 


“The Security I Like Best” 
must measure up to the environ- 
ment of the moment as well as to 
the generally accepted  invest- 
ment  yard- 
sticks. Pri- 
mary empha- 
sis in selec- 
tion must 
therefore be 
assigned _ to 
protecting 
pure hasing 
power of in- 
vested funds 
in light of 
inflationary 
governmental 
policies to 
which we 
seem clearly 
com mitted. 
Superimposed 


Norman W. Stewart 


upon this current 
requirement, other important 
qualifications for consideration 
here are prospective growtn, es- 
sential production, capable man- 
agement and financial soundness. 

While an impressive list of in- 
vestments might be compiled 
which satisfy these qualifications 
to some degree, in my opinion 
none provides a brighter outlook 
in qualifying than American Re- 
publics Corporation common 
stock. 

Divestments during the past 
decade have concentrated Amer- 
ican Republics in oil and gas pro- 
duction with extensive proven 
and prospective oil acreage and 
adequate cash for its develop- 
ment. Sound and profitable use 
of these resources is provided for 
through exceptionally able man- 
agement together with conserva- 
tive capitalization. 

The outstanding growth pros- 
pects are provided by these oil 
and gas operations. Space will 
permit only a relatively brief re- 
view of highlights in this area, 
but should be adequate to indicate 
the potential of the company, 


The 850,000 acres held in fee 
jointly with Houston Oil Company 


SALES AND EARNINGS 
(Fiscal Years Ended Oct. 31) 


Sales 
$7,950.450 
13,428,462 
10 356 077 

7,223,597 


4,049,884 


1949 
1942 
1947 
1946 
1941 


Per Share 
$1.64 
3.80 


Net Income 
$739,786 
1,710,348 
1,415,258 
954,138 
477,795 


(Nine Months Ended July 31) 


1950 
1949 


6 498,086 
9,678,728 


692,035 
475,449 
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This Week’s 
Forum Participants and 
Their Selections 


Divco Corporation — Laurence M 
Marks, Senior Partner, Laur- 
ence M. Marks & Co., New York 
City. (Page 2) 


American Republics Corporation 
—Norman W. Stewart, Security 
Analyst, F. S. Smithers & Co., 
New York City. (Page 2) 








is commonly considered the back- 
bone of American Republics. They 
constitute about half of the com- 
pany’s total holdings of  pros- 
pective oil and gas land. These 
fee lands are situated in the Gulf 
Coast area of Texas and only in 
the past few years has there been 
any substantial amount of ex- 
ploration and drilling. Thus a 
vast amount of acreage in a gen- 
eral oil area awaits the drill. This 
area was the scene of a major oil 
and gas field discovery early in 
1¥49 in East Village Mills, Hardin 
County. 

Recent developments in other 
areas where American Republics 
holds leases have further im- 
proved the company’s position. 
Most important of these have 
been (1) the proving of more than 
two producing zones in the south- 
eastern extension of the Pegasus 
field in West Texas on fee land 
leased by American Republics to 
Republic Natural Gas Company, 
and (2) continued development of 
the reef area in West Texas where 
American Republics has several 
lease spreads. 

Known reserves of American 
Republics are estimated at 50 to 
60 million barrels of oil and 
roughly 500 billion cubic feet of 
natural gas. 

Reflecting recent concentration 
on production activities, average 
daily oil production for 1949 ex- 
ceeded that for 1948 by 25%, in 
marked contrast to the curtailed 
production of most companies las 
vear. Production this year has 
risen sharply and is expected to 
reach 12,000 barrels per net, 
by the end of 1850, about twice 
the 1948 averaze 
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Earnings 
even taste 
production 


po asa 


1948 1949 
(000 cmitted 

Gross Oper. Rev._$ 9,589 $11,750 

Earned Per Share $0.92 $1.18 

It is anticipated that earnings 
this year will be more than double 
those of 1949. 

Management changes last 
August provided American Re- 
publics with senior officers of es- 
tablished reputation in oil com- 
pany management. T. Rieber, 
President of Barber Oil Company 
and formerly Board Chairman of 
the Texas Company, was elected 
Chairman. Barber Oil owns 29% 
of American Republics’ outstand- 
ing stock. A Knox Tyson, the new 
President, also well qualified 
through long experience the 
Production Department of Conti- 
nental Oil Company prior to be- 
Vice-President of Amer- 


is 


in 


coming 
ican Republics several years ago 
Cash and governments of $6.6 mil- 
lion on Jan. 1 covered current 
liabilities five times and provided 
adequate funds for current devel- 
has 


ents. Working capital 
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A New Look at Dow’s Theory 


By ROGER W. BRIDWELL 
Partner, Investors Research Company, Santa Barbara, Cal. 


After giving interpretations of the Dow Theory, stock market 

analyst sees difficulty in its application because of irregular 

sequence of highs and lows of individual stocks. Advocates 

study of trends of individual stocks along with general average 
trend as testing Dow’s theory. 


Unquestionably Dow’s Theory 
is the best known of the numer- 
ous devices that have been devel- 
oped in the ceaseless effort to un- 
derstand the 
broad price 
movements of 
the stock mar- 
ket. It would 
probably not 
be much of an 
exaggeration 
to assume that 
every market 
analyst who 
studies the in- 
ternal action 
of the stock 
market re- 
ceived his in- 
troduction to 
: the intriguing 
problem via this familiar route. 
Certainly there are very few in- 
vestors who do not have at least 
a speaking acquaintance with this 
popular method of interpreting 
the course of stock prices. 

During the last 30 years, liter- 
ally millions of words have been 
written in explanation of the 
‘Theory and, more recently, for 
and against the soundness of its 
basic assumptions. Without tak- 
ing sides in the argument, it is 
enough to note that its followers 
are legion and often exert a very 
real, though possibly temporary, 
inffuence_on the trend of stock 
prices. 

The writings of Robert Rhea 
and William Peter Hamilton, the 
most eloquent spokesmen for the 
‘Theory, are generally accepted as 
the clearest explanation of its de- 
velopment and practical applica- 
tion. They outlined definite rules 
for recognizing the primary trend 
of stock prices. (bull and bear 
markets) by considering the fluc- 
tuation of suitable averages rep- 
resenting the movements of In- 
dustrial and Rail stocks. 

According to Rhea’s definition, 
the trend of stock prices is consid- 
ered to be Up when: Successive 
rallies in both averages penetrate 
preceding high points and ensu- 
ing declines terminate above pre- 
ceding low points. Conversely, 
failure of rallies to penetrate pre- 
vious high points, with ensuing 
declines carrying below former 
low points establishes the trend 
as being Down. 


A Difficulty 


A difficulty encountered when 
applying Dow’s Theory is caused 





~ R. W. Bridwell 


by the well-known fact that the 
various market averages. fre- 
quently make new highs or new 
lows in an irregular sequence. 
Their level—relative to prior 
months or years—can vary ap- 


preciably depending on the pro- 
portion of investment grade or 
speculative issues each contains. 
Since the Theory is essentially a 
system for interpreting the move- 
ment of market averages, it seems 


logical to assume that the timing 
of the bull and bear market sig- 
nals might also vary considerably, 
depending on the composition of 
the averages used. 

Apparently neither Rhea nor 
Hamilton ever systematically ap- 
plied their primary trend prin- 
ciples to the price movement of 
individual stocks, and a survey of 
the literature on the Theory re- 
veals very little mention of such 
an approach. In spite of this ne- 
glect, there is reason to believe 
that if the Dow Theory methods of 
establishing the direction of price 
trends were applied to a sufficient 
number of representative individ- 
ual stocks and the number in a 
well-defined uptrend or down- 
trend were continuously recorded, 
the hazards inherent in using a 
market average would be largely 
overcome. 

The objective would be to de- 
velop a procedure which recog- 
nized the inception of a major 
trend sooner than is possible un- 
der present Dow Theory practice. 


The accuracy of such an as- 
sumption can be most satisfacto- 
rily tested when the market is in 
the process of ‘reversing. its. pri- 
mary trend. When the trend 
rules outlined by Rhea are ap- 
plied individually to a large num- 
ber of leading stocks at impor- 
tant market turning points, the 
resulting trend _ interpretation 
often differs widely from the or- 
thodox interpretation and appears 
to offer a more sensitive solution 
to the problem of detecting major 
trend turning points. 


Individual Stock Trends 

Analysis of individual stock 
trends at the 1946 bull-market top 
serves to illustrate the possibilities 
inherent in this approach and re- 
veals strikingly the difference in 
interpretation possible when the 
Dow Theory is applied to individ- 
ual stocks and when it is applied 
in the usual fashion to the mar- 
ket averages. 

You will recall the Dow-Jones 
Averages (as well as most other 
popular market averages) made a 
final bull market top around 
June 1, 1946. At that time, new 
highs on the part of both the In- 
dustrial and Rail averages defi- 
nitely confirmed the validity of the 
Dew Theory bull market’ which 
had been in effect for nearly four 
vears. Unfortunately, as it turned 
out, this also marked the final bull 
market top, and during the sum- 
mer the averages gradually eased. 
A weak rally materialized in 
August, but failed to reach the 
spring highs—after which the 
panic stage of the bear market 
started on Sept. 3, 1946. 

As the decline accelerated in 
late August, one school of Dow 
Theorists held that the major 
trend would be considered Down 
if the intermediate lows of both 

Continued on page 25 
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What Controls to Stop Inflation! 


By EDWIN G. NOURSE* 
Former Chairman, Council of Economic Advisers 


Warning American people face responsibility of carrying bur- 
den of enforcing international security, former Presidential 
adviser sees danger of our foreign policy, our military efforts, 
and our industrial undertakings overcommitting our financial 
resources and jeopardizing solvency of our monetary system. 
Advises against controls that meddle with price system, includ- 
ing wages and profits, and upholds fiscal and credit controls. 
Concludes if military appropriations are frugally scaled and 
Defense Department kept to business standards of economy 
and efficiency, strain from supply and demand side need not 
be too serious. 


In a very real sense, the Drama 
of Tomorrow opens on the Broad- 
way of the World next January, 
when the 82nd Congress convenes. 
Then we can 
take a meas- 
ure of its re- 
vised mem- 
bership, and 
of what it has 
learned by 
being back 
among the 
home folks. 
Perhaps its 
old members 
will have been 
thinking over 
recent actions 
and interpret- 
ing current 
world events 
under some- 
what less hectic conditions than 
Congress worked in just before 
recess. These weeks or few months 
at the end of this year give us all 
a priceless opportunity to review 
our thinking, to get a surer feel of 
tomorrow’s drama, and a firmer 
hold on our parts in the play. 

If an actor is to give a sSsatis- 
fying interpretation of his part in 
the drama, he must first seek to 
get a clear notion of what the 
basic theme of the play is. For 
myself, I feel that the keynote of 
the drama of tomorrow is national 
security. 


Edwin G. Nourse 


Military Insecurity a New 
Sensation 
Well, then, what does national 
security mean? Until recently, 
*An address by Dr. Nourse before the 
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we Americans hadn’t thought 
very hard or felt very deeply 
about this issue. For nearly a 
century and a half we had felt 
secure against foreign aggression 
and our Civil War had laid at rest 
the fear of internal breakup. But 
this complacency was jarred in 
1917, when we found ourselves 
sucked into a world war. Then, 
after the victory parades were 
over we soon discovered that the 
world still wasn’t safe for democ- 
racy. With World War II, we saw 
danger visibly approaching our 
own shores, and saw the impreg- 
nable British Empire going down 
like Gibraltar sinking into the 
Mediterranean. But last July we 
came, for the first time, face to 
face with the stark possibility 
that the armed forces of the 
United States could actually lose 
a war. 

It is little wonder, therefore, 
that in the last three months we 
have heard in the halls of Con- 
gress, in the press and on the 
radio a clamor for a military pro- 
gram of security which would put 
us, aS one columnist put it, into 
“World War II in order to avoid 
World War III.” Some have 
screamed for the impeachment or 
removal of high national officials 
because we were “utterly unpre- 
pared” for the Korean push and 
have demanded immediate action 
to preclude the possibility that 
anything of this sort could ever 
happen again, This is mere 
rhetoric, inspired by the hysteria 
that followed a surprise attack at 
a remote point by a_ ruthless 
enemy. 

There have been extreme defi- 
nitions of what it is that we need 
to prepare for or be secure 
against. In a September editorial, 
I find it stated thus: ‘“‘The United 
States is committed globally to 
enforce the peace and to protect 
freedoms, and the fact remains 
that it does not have enough mili- 
tary force to fulfill the commit- 
ments already made.” This is a 
quite fantastic statement of what 
we have indeed undertaken or 
what we should think of as the 
objective of national policy from 
here on. 

We have been having some new 
lessons forced upon us in the 
hard school of world experience, 
and Korea is simply the latest, 
and for a time at least it looked 
like the bitterest, of the lot. It 
behooves us therefore to face 
without flinching the lessons that 
Korea taught and make that the 
basis of a sensible and workable 
program of national security for 
the years ahead. We have now 
won a breathing spell, and we 
should use it to take a more thor- 
ough look at Korea in reasonable, 
even though grim, perspective. 
In frankly facing the lessons of 
Korea, however, we do not want, 
like Mark Twain’s cat, “to get 
more out of the experience than 
there was in it.” 


The Meaning of Korea 


First, then, Korea certainly 
added indisputable evidence that 
we must reckon with a “real and 
present danger” of Soviet aggres- 
sion. To many people it proves 
that the Kremlin had definitely 
abandoned the old Communist 
doctrine of ideological warfare 
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and adopted a general policy of 
outright military imperialism. 
You have read or heard repeat- 
edly since June 25 that this means 
that we must be prepared to meet 
new outbreaks at any time along 
the whole periphery of the So- 
viet domain, its satellites, and 
fellow travelers—perhaps two or 
three at once. We hear of Stal- 
in’s 175, perhaps 200, divisions in 
being and hear the hundreds of 
millions of Asia’s people referred 
to as though they were valuable 
and immediately available mili- 
tary reserves. 

Now, I think all this proves too 
much. Since I am an economist, 
I speak in terms of logistics or the 
economic aspect of military 
power, From that point of view, 
there are distinct limits on the 
ability of the Kremlin to sustain 
the kind and magnitude of effort 
being talked about if in fact it has 
decided to turn from Marx to 
Mars. 

It is often said that the Krem- 
lin has waged a war in Korea that 
cost us dearly and cost them next 
to nothing, and that it could wage 
many such wars over a period of 
years without significant drain 
upon itself. It is true of course 
that Russia herself and through 
her dominated people has an 
almost limitless amount of cannon 
fodder, But the day has passed 
when cannon fodder will win a 
real war. On the other hand, key 
materials and industrial machin- 
ery are, relatively speaking, an 
abundant resource with us and a 
critically scarce One with the So- 
viets. 

In the present war, Russia has 
been squandering other people’s 
flesh, and has not been able to 
supply them with enough of the 
necessary tools of modern war to 
give them victory or even any 
great ability to prolong the strug- 
gle, One of the most profound 
lessons of the Korean episode is 
this confession of industrial 
weakness on Russia’s part even 
in a situation where it was losing 
face among the nations where it 
was most necessary to win pres- 
tige, while we were showing that, 
even in the event of surprise, we 
had reserves of these materials 
and that they could be brought 
into action with greater speed 
than had ever before been at- 
tained in a similar operation. 

It is fantastic exaggeration to 
say we were “utterly unpre- 
pared” in Korea. It is of the very 
nature of war that it is a suc- 
cession of surprises and crises, 
and there must be many minor 
reverses and miscalculations even 
for a country which has made 
sound preparation for contingen- 
cies, Military technology moves 
at a fast pace, and strategy and 
tactics are constantly undergoing 
revision in the light of the most 
recent war experience. Until 
they actually come to grips, 
neither side knows what the other 
has dreamed up or how effective 
its own equipment and plans of 
campaign will prove to be. 

As to the adequacy of our re- 
sources, we “had what it took” in 
Greece four years ago. We “had 
what it took”’ (and it was a lot) 
immediately available to win the 
Berlin airlift. We “had what it 
took” with commendably little 
delay in Korea, Even at the suc- 
cessful end of that campaign we 
have not taken all our reserve 
equipment out of mothballs, nor 
had occasion to use all that actu- 
ally was taken out. We were, in 
October of this year, far from 
being wholly unprepared to meet 
a fresh attack some place else if 
anyone had so misinterpreted the 
Korean affair as.to think that 
another attack would be a smart 
move. 

Stalin himself has given a 
sounder estimate of the situation 
than many of our own people by 
refusing to commit Russian re- 
sources in support of the North 
Koreans and by not forcing Chi- 
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Corporate Bonds vs. Municipals 


By DAVID M. ELLINWOOD*« 
Manager, Municipal Department, Moody’s Investors Service 


Mr. Ellinwood points out contrasting factors in analysis of 
corporation bonds and municipal securities. Foresees some 
danger in issuance of municipal bonds secured merely by 


charges for community wide services. 


Calls attention to 


absence of surplus earnings protection in municipals, as well 

as limitations on municipal taxing powers, but maintains an 

unlimited tax general obligation municipal bond has essenti- 
ally more earnings protection than most corporate bonds. 


In all fields of investment (ex- 
cepting Federal issues), studies 
leading toward the development 
of knowledge and opinions re- 
garding the relative and intrinsic 
quality or security of particular 
bonds are concerned with three 
Main areas of inquiry: capitaliza- 
tion, earnings protection, and 
management, 

Tests of the conservatism of 
capitalization vary among the dif- 
ferent fields of investment. Among 
industrial bonds, you will look for 
a low ratio of debt to fixed assets, 
for your security may rest upon 
your right to foreclose upon those 
assets. With public utilities, the 
debt ratio itself is not particularly 
meaningful; that which is impor- 
tant is the value of the plant ac- 
count itself. Why’? Because under 
commission rate regulation, the 
investment in physical plant de- 
termines the rate base and, hence, 
earnings power. 

Turning to municipals, in the 
case of utility revenue bonds the 
ratio of debt to fixed assets is of 
little practical importance. Rate 
regulation is rare; customarily, 
the municipality is required to 
bill and collect rates for utility 
services sufficient to provide for 
operating and maintenance ex- 
penses, bond interest and princi- 
pal. 

With general obligation bonds, 
no useful purpose would be served 
by comparing debt to the value of 
a city’s streets, public buildings, 
and so on. Rather, we test capi- 
talization by the familiar devices 
of per capita debt and the ratio of 
debt to the tax base. 

Mortgage ratios and debt ratios 
are useful tools for the investor 
and bond analyst. But we are 
short-sighted if we stop there; we 
must take into account possible 
future changes in asset protection. 
Properly conceived indentures se- 
curing corporate bonds and mu- 
nicipal revenue bonds, alike, con- 
tain definite restrictions upon 
future increases in debt. 

In the case of general obligation 
municipals, the bond contract 
rarely makes any representations 
at all with respect to future bor- 
rowings. The investor is given no 
assurance that later loans con- 
tracted by the municipality will 
not impair the quality of his in- 
vestment. In this connection, the 
investor places his reliance on the 
practicalities of the particular sit- 
uation, and on the laws of the 
state governing municipal debt. 

It may be presumed that a given 
city already has all needed im- 
provements and so is not likely to 
borrow very much; that is not a 
safe reliance in these times of ex- 
panding activities of government. 
Definitely, it is not a safe reliance 
in those sections of the country 
where governmental facilities 
have grown old, or in those sec- 
tions where facilities do not meas- 
ure up to present day accepted 
standards. Also, this is not a safe 
concept to apply to communities 
which are growing rapidly; ex- 
perience shows that debts incurred 
for new schools, new streets, ex- 
panded water and sewer systems, 
and so on, during a period of rapid 


*A lecture given on Aug. 2, the 11th in 
a series of 17 on Securities Analysis, 
sponsored. jointly by the New York Se- 
curities Industry and the University of 
Vermont’s Department of Commerce & 
Economics. 


growth, may expand at a rate ex- 
ceeding the growth of wealth. 


Effect of Legal Limits on Debt 


Until roughly 1930, investors 
were able to place considerable 
confidence in the legal debt limits 
found in most of the states. (In 
some states, notably Texas and 
Florida, there never have been 
any debt limits and accordingly 
one has always been forced to 
look to the practicalities.) Until 
a few years ago, the debt limits 
in most of the states were modest; 
it was not likely that legal debts 
would reach a dangerously high 
level. But in recent years, one 
state after another has tinkered 
with its laws in one way or an- 
other so as to permit higher debts. 

Impartial students of municipal 
government differ in their opin- 
ions regarding debt limits. Some 
authorities go so far as to argue 
that there should be no limits at 
all, But whether limits are right 
or wrong, we may Observe that 
investors have tended to place 
some credence upon them, Their 
importance has varied from state 
to state, but in general it may be 
said that the broad pattern of mu- 
nicipal credit varies inversely with 
debt limits. Where the limit is 

Continued on page 34 
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A slight increase in industrial production for the nation at 
large occurred the past week, bringing total output to a new 
postwar high. It was noted that nearly all segments of industry 
showed noticeable improvement above the production levels of a 
year ago. Government orders for defense material became in- 
creasingly numerous during the week and in the field of employ- 
ment it was further noted that total claims for unemployment 
insurance continued to be substantially under the level of the 
previous year. 

Steel ingot production pushed to a new all-time high last week, 
Output being estimated at 1,978,900 net tons. The national ingot 
rate advanced '2-pcint to 192.6% of capacity. The point, according 
to “Steel” magazine, national metalworking weekly, is rapidly near- 
ing where wear and tear on furnaces and equipment is thought 
bound to force some curtailment from the present unprecedented 
production pace. Meanwhile, furnace operators are doing every- 
thing possible to get as much production as they can as long as 
they can. This week steel ingot production is scheduled to drop 
0.2% of capacity from the previous week. 

Currently, the bulk of shipments from the mills continues to 
move to civilian goods manufacturers. However, DO rated ton- 
mage is rising and this, along with tonnage under voluntary allo- 
cation, will begin to cut severely into civilian supplies in first 
quarter of next year. 

Revisions in finished steel prices, states this trade paper, are 
getting commonplace, even the larger interests are now effecting 
some upward adjustments. Current changes largely are confined 
to zinc-coated products and alloys. 


In the automotive industry last week an easier trend obtained 
with passenger car production off about 1,500 units, due to Ford’s 
return to a five-day week at its assembly plants following the 
institution of six-day output a week earlier. Gains by some pro- 
ducers had the net effect of almost offsetting losses by others. 

Loadings of revenue freight by the rail carriers in the week 
ended Oct. 21, reached the highest point for any week since Octo- 
ber, 1948. and represented an increase of 301,902 cars or 51.2% 
above the corresponding period in 1949. 

For the month of September business failures declined by 
18% to 648. or the lowest level since January, 1949, Dun’s Failure 
Index reveals. 


Liabilities as well as the number of failures fell off in that 
month. Total current liabilities of $15,254,000 were involved, 
being the smallest volume in some two years, although heavier 
than in the similar month of any war or prewar year since 1935. 


All industry and trade groups had a smaller number of cas- 
ualties in September than in August. Manufacturing failures 
were concentrated in textiles and apparel, lumber and lumber 
products, fo0d and machinery. A general decline prevailed in 
retail trade. 


Steel Output Scheduled to Decline 0.2% of Capacity 
In Current Week 

Government orders providing steel for essential civilian use 
are now beginning to hit hard at other steel users, “‘The Iron Age,” 
national metalworking weekly, reports in its current summary of 
the steel trade. Information now available shows that defense 
steel plus that earmarked for essential civilian production will 
total between 20% and 25% of total steel output when all pro- 
@rams are in full swing—probably by next June. By that time 
these programs will probably take petween 40% and 45% of all 
flat-rolled steel production—sheets, plate, etc. 

They are here now or coming fast while defense orders are 
gathering steam slowly. Two civilian allocations alone will take 
about 12°, of next year’s steel output, according to current plans. 
Freight car building and repair will take over 5,000,060 ingot tons 
and the oil and gas industry is down for about 10,000,000 ingot 
tons. Figures for other requirements are not yet in. The above 
affords sufficient reason why controls over steei distribution must 
inevitably move in the direction of a controlled materials plan, 
states this trade authority. 

While most attention is being focused on steel distribution, 
the men who make steel have been pouring a few records of their 
own, After setting five consecutive new all-time records for steel 
melted in a single week, they planned this week to hold their 
operations at 102.4% of rated capacity. The records for sustained 
production are too numerous to mention, but they add up to a 
record vear of steel output. 

Barring unforeseen trouble. the steel industry is well on its 
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way to producing more than 96,000,000 ingot tons of steel this year, 
“The Iron Age” points out. Highest previous production was 
89.6 million tons during the wartime year of 1944. Previous 
peacetime high was 88.6 million tons in 1948. Last year’s output 
totaled 77.8 million tons. 


It won't be long until steelworkers get their 17'% to 18c¢ an 
hour raise which will include 1212 to 13c base pay increase and 
about 5: hour for fringe extras covering holidays, vacations, 
inequitable wage rates and increased pension payments. White 
collar workers will get a corresponding increase. 

Current negotiations have covered the broad problems and 
have narrowed down to details, precise language, extension of 
present contracts and discussion of the definite limits to fringe 
concessions. 


Steel prices will go up promptly after the wage concessions 
They will go up, as predicted last week by “The Iron 
by $6 to $10 a ton with the majority of the increases being 
The average increase for all steel prices 
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“Where Do I Go To 
Invest My Dollars?” 


By A. WILFRED MAY* 


Mr. May details the various facilities available to the expert 
and amateur investor, citing their respective advantages and 
disadvantages. Declaring “a big trouble with Wall Street is 
the customer,” he urges the individual to forego speculative 
foibles and generally illogical behavior, and instead permit his 
advisers to follow sound investment principles. Says “it is as 
important for the customer to behave himself as for his stocks 
to behave themselves.” 


While it would be an exaggera- 
tion to say that “the trouble with 
Wall Street is the Investor,” it is 
nevertheless true as well as im- 
portant that 
psychological 
foibles and 
generally il- 
logical be- 
havior of the 
customer con- 
stitute one of 
the main ‘hin- 
drancesto 
sound invest- 
ment practice 
throughout 
the invest- 
ment com- 
munity. 

And that 
truth must be 
the basic pre- 
requisite of any advice given to 
you as to where to go and whom 
to use, in the management of your 
capital. 

For, tempting and_ soothing 
though the “escapist” thought may 
be, that it is possible to avoid all 
the problems and forbidding com- 
plexities, by “letting some George 
do it” for you, nevertheless you 
must face the inescapable truth 
that there must always remain 
certain basic responsibilities that 
you must assume—be you rank 
amateur or trained expert. 

So in addition to spelling out 
for you the facilities and func- 
tions of the several agencies avail- 
able for the employment of your 
dollars, I will speak of some of 
the rules of conduct you must pre- 
serve—to help your own inter- 
ests as well as them. 














A. Wilfred May 


That Department Store of Money 
The first savings location to cite 

is the savings bank—a sort of 

money-department-store. 

Their former women’s depart- 
ments, a promotion vehicle pan- 
dering to the fair sex business, 
has now been abandoned by 
practically all New York institu- 
tions. This seems completely log- 
ical, there being no genuine dif- 
ferentiation between the sexes 
who own capital. 

The interest rate paid to you on 


vour savings bank deposit now 
averages 2% in New York City. 
There are variations in the rate, 


in the method of compounding in- 
terest to your credit, and as to the 
date when interest starts to be 
credited. Hence some shopping- 
around among banks is advisable. 

There is no doubt whatever 
about the safety of your deposit 
(irrespective of the bank’s own 
assets), since the Federal Deposit 
Insurance Corporation insures all 
deposits up to $10,000. The size of 
individual deposits ima MN. f. 
State restricted to $7,500, but de- 
pendents can be added up to the 
same amount in one_ pass-book 
for convenience. 

Along with money put into 
U. S. Savings Bonds cash may be 
kept in the savings bank for 
emervencies, as unemployment 
and illness. The interest earned in 
the bank is more than that on Sav- 
ings Bonds over short periods, 
and less if held from 7 to 10 years. 
For working people, a reasonable 
rule would be to keep six-months 


is 





*A talk by Mr. May in the series “You 
and Your Dollars” jointly presented by 
Town Hall, Inc., and Federation of 
Women Shareholders in American Busi- 
ness, Inc., at Town Hall, New York City, 
Oct. 31, 1950. 


salary in the savings bank—with 
the balance of their surplus cash 
savings in the government’s Series 
E Bonds. 


Other functions performed by 
this savings-department-store are: 
the sale of life insurance at re- 
duced cost because of no sales- 
men’s commission, and with the 
bank automatically taking care of 
the premiums; safe deposit vaults; 
sale of U. S. postal money orders; 
the extension of mortgages to de- 
positors on proper security; notary 
service; and banking by mail. 

The savings bank, in contrast to 
its former tradition as poor man’s 
institution, is now distinctly the 
middle man’s—or the middle 
woman’s—bank. 


The Commercial Bank 


Commercial banks, of course, of- 
fer entirely different services. 
Checking accounts represent a 
service, on which no interest is 
paid—in fact on many checking 
accounts service fees are charged, 
prompted by the continued rises 
in the bank’s own expenses. Their 
time savings accounts pay 1% or 
less in interest. On Christmas 
Club accounts no interest is paid— 
they being merely a savings de- 
vice. 

For the depositor who is a se- 
curities investor the commercial 
bank offers a numbers of services: 
in completing transactions for 
him it delivers the securities to 
the broker after they have been 
sold, and receives the certificates 
and pays for them from his de- 
posit account when they are 
bought—all for specific transac- 
tion fees. 

Safe deposit boxes are available 
at from $5-$6 per year up. 

The custody account is another 
service vitally interesting to in- 
vestors. Here the bank holds the 
customer’s securities for her, ad- 
vising promptly of the corporate 
actions relevant to her individual 
holdings; on bonds, advising of 
redemption calls, maturities, col- 
lecting coupons; and on _ stocks, 
advising of subscription rights, 
etc. Custody service includes no 
advice on portfolio management. 

There are, however, advisory 
services offered by the commer- 
cial banks, which do include in- 
vestment counselling as well as 
custody service. These are known 
under various names. Usually, 
following its preference for obvi- 
ous reasons, the bank requires the 


customer’s approval for security 
transactions; but sometimes dis- 
cretionary power is given the 


bank. 

The fee for this service usually 
ranges between % and '% of 1% 
of the principal, with a minimum 
of $450 to $500: so the lowest 
amount worthwhile to use that 
way is about $100,000. 

For a person with less than 
$100,000—she can get advice from 
officers of the trust department 
but such advice will be spasmodic, 
not applied to an over-all contin- 
uing investing program, and lim- 
ited to advice on bonds, not stocks. 
Usually there is no charge for 
such advice, if it is not too fre- 
quent. 

Also for the investor, there are 
the trust departments of both the 
commercial banks and the trust 
companies. 

For investment 


Continued on page 41 
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Hubert R. O’Neii Jr. 
With Merrill Lynch Go. 


(Special to THE FINANCIAL CHRONICLE) 


BEVERLY HILLS, Cal.—Hubert 
R. O’Neil, Jr., has become asso- 
ciated with 
Merrill 
Lynch, Pierce, 
Fenner & 
Beane, 454 
North Cam- 
den Drive. 
Mr. O’Neil 
was formerly 
with Demp- 
sey - Tegeler 
& Co., Mor- 
gan & Co. and 
Bourbeau & 
Douglass. 
Prior thereto 
he was man- 
ager of the 
trading department of the Los 
Angeles office of Buckley Broth- 
ers. 


H. H. Wildeman With 
Paul H. Davis & Co. 


(Special to Tue FINANCIAL CHRONICLE) 


CHICAGO, Ill. — Harry H. 
Wildeman has become associated 
with Paul H. Davis & Co., 10 
South La Salle Street, members of 
the New York and Midwest Stock 
Exchanges. Mr. Wildeman was 
formerly manager of the research 
department of Ames, Emerich & 
Co., Inc. 


With Daniel Reeves & Co. 


(Special to Tue FINANCIAL CHRONICLE) 

BEVERLY HILLS, Cal.—Mal- 
colm Resnick has become affili- 
ated with Daniel Reeves & Co., 
398 South Beverly Drive, mem- 
bers of the New York and Los 
Angeles Stock Exchanges. He 
was formely with Walston, Hoff- 
man & Goodwin and Edgerton, 
Wykoff & Co. 





Hubert R, O’Neil, Jr. 
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What About Aircraft 
Manufacturing Stocks! 


By LOUIS STONE 
Market Analyst, Hornblower & Weeks 


Members of the New 


York Stock Exchange 


Mr. Stone furnishes statistical data regarding earnings, divi- 
dends, and market prices of shares of leading aircraft manu- 
facturing companies. Concludes, despite relative high prices of 
their shares, this group has investment and speculative advan- 
tages. Says aircraft companies today are as strong or stronger 
financially than any other industrial group. 


The Commercial and Financial Chronicle . 


the next several years will mean 
very large per share earnings tor 
most of the companies. 

Prior to the Korean outbreak, 
the military budget had called for 
a total 1950-51 fiscal year outlay 
of about $2.3 billion. Supple- 
mentary appropriations forced by 
the Korean war have raised this 
total to about $6.5 billion, and pro- 
curement will have to continue 
at at least this rate or better to 
provide the 100-group Air Force 
plus a greatly expanded Navel 
Air Arm which 1s reported to be 
the Joint Chiefs of Staff goal for 
1954. The Korean’ experience, 
aside from assuring a major large 


military services. For one thing, 
military plans are necessarily se- 
cret, and for another, a detailed 
knowledge of each ¢ompany’s 
production set-up would be re- 
quired’ to translate publicly an- 
nounced orders into intelligent 
estimates of potential profits. 
Backlog figures, shown below as 
last officially reported, are of 
some value when considered_ in 
relation to sales volume, but be- 
cause all military orders are sub- 
ject to cancellation, the figures 
cannot be taken as an accurate 
indication of future business: in 
any case, the figures in Table III 
below are all prior to Korea ex- 
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subsequent years. From 1951 on 
until at least 1954, much higher 
operating profits seem assured, 
with final net almost completely 
dependent on renegotiation poli- 
cies and excess profits taxes. 

The tabulation below of prices, 
earnings, and dividends does not 
indicate any great degree of rela- 
tive cheapness in today’s market 
of generally high yields and low 
earnings ratios—the appeal of the 
aircraft group to the average in- 
vestor lies in the practically guar- 


anteed high level of production 
for a considerable period ahead, 
with a probable attendant in- 
crease in earnings and dividends, 
but limited by factors still “un- 
known. From a defensive point of 
view, the group has certain almost 
unique advantages — aside from 
the assured growth in volume, the 
aircraft companies today are as 
strong stronger financially 
than any other industry group; 
they have practically no debt, 
most of them have no preferred 
stock, they have substantial book 
values, and they have high. net 
working capital per share. What- 
ever marginal qualities may once 
have been attributed to the in- 
dustry are no longer present, at 
least for the larger companies. 
United Aircraft, Curtiss-Wrrght, 
Boeing, Douglas, Lockheed, and 
North American are solidly en- 
trenched in an industry which is 
will to the 
regardless of 
cyclical fluctuations in the inter- 
national temperature. 
All have 
proven their ability to make prof- 


cept in the case of Douglas and 
Lockheed. 

Since June 30, all of the com- 
panies listed in Table III have re- 
ported the receipt of substantial 
military orders, but in most cases 
detailed figures are no longer 
published, for military security 
reasons. In the case of Douglas. 
‘the Sept. 30 figure of $625,498.840 
compares with $270.546,000 as oi 
June 30, and the Lockheed Oct. 
30 figure of $431,000,000 compares 
with $223,568,000 as of June 30 
In the absence of post-Korea fig- 
ures for the other companies, it 
is fair to assume that their pres- 
ent backlogs average at leust 
twice their 1949 sales volume and, 


rates, al- 
below the 


icit years; any such 
though considerably 


scale rearmament program with 
Congressional and public ap- 
proval, has had considerable sig- 
nificance for the aircraft industry 
—emphasis has tended to shift 
from strategic bombing require- 
ments to the fighter and transport 
field, and further impetus hus 
been given to the development of 
improved jet planes and jet en- 
gines. According to news reports 
the Korean war has emphasized 
the value of the following plane 
types: 


Any evaluation of the aircraft 
ynanufacturing stocks in the cur- 
rent market runs into the impos- World War II level, would have 
bility of ac- a very adverse effect on the air- 
curately fore- craft industry’s potential large 
casting (1) re- earnings. It is of interest to point 
negotiation out that the Treasury Departmeiit 
policies, and and the Internal Revenue Bureau 
(2) excess are believed to prefer a higher 
profits taxes. overa!| corporate tax to a straight 
But it may be excess profits tax, partly for ad- 
helpful to re- ministrative reasons. The Internal 
view the po- Revenue Bureau was still work- 
&ition of the ing on its World War I excess 
industry and profits tax cases as late as 1940, 
point out the and the World War Il cases are 
Striking re- still reported to number more 
versal which than 55,000 with at least half of 
has taken the cases ruled on by the Bureau 
place since requiring further litigalion in the 
1947, at which Tax Court. Despite all the evi- 
time the feeling was widespread dence and the long history of 
that the industry as awhole wouid basic inequitability inherent in 
be unable to adjust itself satis- any excess profits tax, it seems 
factorily to a peace-time level of wise to assume that some form of 
production. Table I below shows burdensome measure will 
market record of the leading forced through Congress. 
etocks since 1945. 


The 1950 recovery, to a. level 
about 70% above the 1949 lows, 
had already been accomplished 
well before the Korean outbreak: 
: further substantial advance de- 
veloped in July on the Korean 
news, and-then some decline ma- 
ierialized on the realization that 
war profits would mean war 
taxes, probably excess. profits 
taxes. Although no clear indica- 
tion is yet available as to what 
form an excess profits tax will 
iake, it does seem fairly certain 
it the present writing that po- 
fitical considerations will force 
some kind of excess profits tax 
when Congress reconvenes lil 
November. It is probable that the 
final form of the tax bill will be 
considerably less severe than the 
Worid War II measures, but the 
forthcoming election results may 
have considerable influence on the 
eventual determination of rates. 
Current thinking indicates a 75” 
fax On earnings in excess of 100% 
of the best three year average in 
the 1946-49 period, excluding def- 


or 


FIGHTERS 

Republic’s 

North American’s 
Lockheed’s 
Lockheed’s 

Lockheed’s 
*Northrop’s - 
*McDonnell’s 


F-84 
F-56 
F-94 
F-86 
F-90 

_._ F-89 
XF-85 


Louis Stone in most cases, considerably more: 
it is also fair to assume that mili- 
tary requirements are sufticientiy 
urgent 10 force an efficient use of 
the productive facilities of all the 
larger 
the 
record—above 


LIGHT BOMBERS 
Douglas 
North American's 
*Martin’s 


B-26 
B-45 
XB-51 


pe companies, regardless of 
2articular company’s postwai' 
average the 
case of Grumman, or below aver- 
age as in the case of Martin. 


Table IV below presents perti- 


Earnings of Leading Companies 

Table II below shows the 1949 
and interim 1950 results of 11 
leading companies: 

The record indicates (1) a sub- 
stantial increase in sales and prot- 
its above the 1949 rate even prior 
to Korea. and (2) a significant 
increase in ovrofit margins for 
most of the leading companies— 
the 4.2% overall margin is not rep- 
resentative of the average of bet- 
ter than 5% for the companies 
other than Consolidated Vultee. 
On the increased volume which is 
now developing, there will be a 
normal tendency for profit mar- 
gins to rise very appreciably, and 
some effective implementation of 
the Renegotiation Act of 1948 will 
be required. The limitations im- 
posed by the Renegotiation Statute 
do not provide any set formula for 
defining excessive profits, and 
the margin to be allowed on sales 
is unpredictable at the present 
time. Realization of anything 
like a 4% the 
indicated volume of business over 


TRANSPORTS peg 
Fairchild’s 

Boeing’s 

Douglas 

Northrop’s 


“Packet” 
C97 
C124 
(isZo 


and remain basic 


world’s economy, 
nent per share figures. 
The indicated increase 
net the 1949 
doubt accelerate 


1950 


ho 


in 

will 
as the companies 
adjust their operation to the flood 
of 


HEAVY BOMBERS political 
Con. Vultee’s 
Boeing’s 
Boeing’s 


over ‘ate : 
B26 vigiesn one of these companies 
B47 
B50 war, in 


to the 
fearful 
of further monetary inflation and 
at the about 
deflation swollen 


in 
“in-between”; 


hi its and pay dividends 
oF : new business which has de- 
*Still experimental. L <j K 7 é ; peace, and 
; al veloped since Korea, but tooling- - ae ee " 
It is difficult, however, to take ©" puzzled investor who is 


published news reports as any 
reliable indication of the long- 
range procurement plans the 


up expenses required for the new 
high level of production may de- 
fer the full benefits until 1951 and 


TABLE I 
1946 1947 
High Low 
Douglas 10872 451, 
Boeing 35 1414 
Grumman 8) 
Lockheed 10% 
United Aircraft 16% 
Con. Vultee iQ'. 
Martin 
No. American 
Republic 
Curtiss-Wright 
Fairchild 


same time worried 
ol 
of an already 
the group 


offers an attractive compromise. 
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TABLE II 
Profit 
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1949 Sale 
‘000 
$286,752 
227,083 
*196 561 
128,578 
+124,180 
117,667 
*117,422 
59,965 
52,054 
48.101 
47,722 


1949 Net 
000 
$4,411 
10.093 
13 
(750 
306 
491 
517 
192 
13 
aio 
877 

$1,406,087 $50.055 =3.6% $963 262 $40,442 
*Year ended Nov. 1949. Year ended Sept. 30, 1949. Excluding Fairchild 
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How High Taxes 
Can Raise Prices 


By A. M. SAKOLSKI 


Dr. Sakolski points out substan- 
tial increase in taxes may under 
-present conditions have an infla- 
tionary effect, since taxes, along 
with increased money supply and 
bank deposits, tend to raise 
prices. Cites other and more ef- 
fective inflation remedies. 


There is almost universal agree- 
ment that. in the present re- 
armament crisis, taxes should be 
increased in order to curb infla- 
tion. But the 
full implica- 
tion of higher 
taxes on the 
national econ- 
omy and on 
business prof- 
its, prices, and 
individual in- 
comes has not 


been fully 
scrutinized, 
and there 


seems to be a 
general ap- 
athy among 
statesmen, 
econom ists, 
and others re- 
garding a searching analysis of 
the complex effects of high taxes, 
not only on individual incentives 
and public morale, but also on the 
price mechanism. It seems to be 
widely forgotten that taxes, like 
wages, are in most instances a 
production cost, even when levied 
on rentals and income, and there- 
fore may be shifted to consumers. 
If such shifting takes place. it 
will eventually affect prices up- 
ward and this has an effect sim- 
ilar to monetary inflation. 


A. M. Sakolski 


Various Types of Inflation 


Inflation, as an economic phe- 
nomenon, is generally defined as 
“too much money,” i.e. an excess 
of or substantial increase in dis- 
posable income over and above 
available goods, materials, and 
services. This, however, is only 
one type of inflation, if by in- 
flation we also mean a trend to- 
ward higher prices. But the gen- 
eral concept of inflation is not so 
simple. Inflation, like the com- 
mon term “disease,” has a variety 
of aspects and causes, and these 
aspects and causes are not neces- 
sarily connected or related to 
one another. Each arises in a 
different way and to each a dif- 
ferent remedy should be applied, 
and (as in the case of ‘disease, ’) 
applying a remedy for one type 
may merely produce another and 
even worse type. 

It was only a few years ag9 
that the late Dr. Charles Hardy, 
who, when Vice-President of the 
Federal Reserve Bank of Kansas 
City, called attention to the broad 
application of the terms “infla- 
tion” and pleaded for a limitation 
of its use to a redundant money 
supply or excessive issues of 
paper money. In an_ ariicle 
printed in “The Chronicle,” July 
11, 1946, he stated: 

“The writer would prefer io 
define ‘inflation’ as meaning a 
rise in prices which is appar- 
ently due to an increase in the 
supply of money. This differenti- 
ates inflation from ‘rising prices’ 
by both excluding what is called 
sporadic inflation and the _ in- 
creases which are associated with 
recovery from depression. But the 
term ‘inflation’ is used so loosely 
that any attempt to limit our- 
selves to a narrow definition 
would lead to misunderstanding 
of this meaning, regardless of an 
author’s explicit statement that he 
usés it to mean not quite the 
same.” 

Thus, it is evident that though 

Continued on page 46 
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Arms and Dollars 


By PAUL EINZIG 


In commenting on decision of U. S. to withhold from European 
nations “free” dollars to finance rearmament imports from 
countries other than United States, Dr. Einzig points out this 
policy may lead to loss of foreign gold reserves. Says under 
such conditions nations would have to decide whether to 
sacr.fice military security to economic welfare. 


LONDON, Eng.—The decision of the United States Govern- 
ment to decline the request of the British and French governments 
for “free” dollars to finance rearmament imports from countries 
other than the United States has caused disappointment in official 
circles in Western Europe. It is admitted, 
however, that perhaps they had _ attached 
exaggerated hopes to the interpretation of the 
American promise of assistance for rearma- 
ment purposes. The view was taken in July 
in London and other Western European capi- 
tals that American assistance would provide 
an opportunity for replenishing - European 
dollar reserves in order to be able to stand 
the subsequent strain on the economies of 
Evropean countries when rearmament has got 
into its stride. It was hoped that, since Mar- 
shall Aid wil! peter out during the next two 
years it would be replaced by “free” dollars 
derived from American assistance for rearma- 
ment. 

There can be no dounpt that, in spite of the 
progress towards reconstruction, Europe in Dr 
ceneral and Britain in particular, is still in 
need of American assistance, over and above the delivery of 
American arms and materials needed for rearmament. It is true, 
the gold reserves of Britain and other countries have increased. 
Even so they are far from sufficient in prevailing circumstances. 
Not only would it be too risky for Britain, France and most other 
Western European countries to restore convertibility and free 
dealings in exchanges, but even under the existing system of con- 
trols these countries are exposed to a sudden depletion of their 
gold reserves. Apart from the possibility of an adverse change 
in world economic trends, they are liable to lose gold heavily 
through embarking on rearmament on. a really impressive scale. 
So far there are no indications of any intention to do so. Even 
though these countries have embarked upon rearmament, the 
scale of their effort remains relatively moderate. The pace of 
acceleration depends partly on the realization of the threat to 
their security and partly on the extent to which rearmament could 
be increased without having to sacrifice the standard of living 
and to jeopardize economic recovery. 





- Paul Ejinzig 


So long as the gold reserves continue to increase, or at any 
rate they do not show a decline of substantiai dimensions, rearma- 
ment will continue on an increasing scale. Any sharp decline in 
the gold reserves would be regarded, however, a danger signal, 
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and official opinion, political opinion, in the countries concerned 
is likely to react in a sense untavoraple to the rearmament eriort. 
To protect their economies it would be necessary to cut their 
imports and increase their exports, and to that end the govern- 
ments concerned are likely to decide to cut their rearmament 
programs. 

it is of course possible that, once that stage is reached, the 

United States would be prepared to grant assistance in a form 
and-on a scale that is liable to stop the gold drain. The European 
governments are not very keen, however, on depending on such 
an eleventh-hour increase of the American support. It is feared 
that internal political considerations might easily delay additional 
aid for six months or more. And six months of gold drain might 
easily deplete the gold reserves below danger points. The gov- 
ernments concerned will take much care, therefore, to strike a 
balance between the conflicting claims of rearmament and of 
economic recovery. Having to keep a watchful eye on the latter, 
they are not likely to throw. their energies and resources whole- 
heartedly into the measures needed for the sake of national 
security. 
Of course the reluctance of the United States to part with 
“free” dollars in existing circumstances is well understood over 
here. The formidable size of the American rearmament effort 
makes it admittedly more difficult for the United States to finance 
also the rearmament efforts of other nations on a very extensive 
scale. On the other hand, it is argued that, by assisting in the 
rearmament of Eurpean countries, the United States will have the 
benefit of an increase oi military strength of their allies at a 
comparatively low cost. For, after all, the European countries 
contribute the bulk of their own rearmament expenses and only 
expect the United States to supply a relatively small proportion. 
Moreover, since the standard of living is lower in European 
countries, the same number of divisions cost less than in the 
United States. 

There is a widespread feeling in Europe that rearmament 
should provide an opportunity for a long-overdue redistribution 
of the gold that has accumulated in the United States since 1914. 
To some degree such a result would be produced even in the 
absence of American military aid on a large scale, if American 
rearmament exceeded considerably European rearmament. It is 
assumed that this would tie down American industries to such 
extent that European countries would be able to increase their 
exports both to the United States and to other hard-currency 
countries at present supplied by the United States. At the same 
time European imports of American manufactures would decline. 


The question is whether the European governments attach 
more importance to economic welfare than to military security. 
So long as disturbances are confined mainly to the Far East, it 
would be difficult to persuade European Parliaments that rearma- 
ment must proceed at full speed even at the risk of heavy losses 
of gold. The moment trouble begins nearer home such difficulties 
would subside. At present there is still a widespread conception 
that Europe is rearming primarily to help the United States. Pos~ 
sibly one of the reasons why Russia remains relatively inactive 
in Europe is to keep this conception alive. 
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Inflation Should Be Stopped 


By PAUL H. 


NYSTROM* 


Professor of Marketing, Columbia University 


Prof. Nystrom, asserting country is running high fever of infla- 
tion, reviews its history, causes and characteristics. Reveals 


wide disparity between recent 


wage increases and man-hour 


output, and holds this is main threat to value of dollar. Cites 

40-hour work week and minimum pay rise, along with over- 

time pay as inflationary, and lists course of action by retailers 
to stop inflation. Urges all groups join in inflation fight. 


Every one knows that this coun- 
try is running a high fever of in- 
flation. There are differences of 
opinion as to its causes, what its 

future course 
may be and 
what can be 
done about it. 
The _ purpose 
here will be to 
consider 
trends in wage 
rates and in 
man-hour 
productivity 
for clues that 
these factors 
may offer to 
an undaer- 
standing of the 
present infla- 


tion. 


Paul H. Nystrom 


What Is Inflation? 

Let us begin with a definition. 
The economy of the country may 
be said to be inflated when its 
money swelled up, puffed up, 
or blown up abnormally. Our dol- 
lars have swelled out in quantity 
but their solid values have gone 
down. The number of dollars of- 
fered for goods and services have 
increased a lot more rapidly than 
the production of such goods. Tvo 
many dollars are chasing too few 
goods. As a consequence, prices 
have risen. The value of the doi- 
lar has gone down. 


is 


How Much Inflation Is There? 

To answer this question we must 
compare with some previous time. 
Prices offer a of infla- 
tion. It is, of course, possible to 
compare present prices with those 
of any past date. The comparisons 


measure 


*An address by Dr. Nystrom before 
the Boston Conference on Distribution, 
Boston, Mass., Oct. 16, 1950. 


made with previous dates will 
naturally differ considerably ac- 
cording to the date chosen as the 
base. It is one of the common 
tricks of certain economists and 
statisticians, who want to prove 
something, to select the base date 
that will best show the trends 
desired. 

In this presentation it might be 
possible to select June 25, 1950 as 
a basis for comparison. Since that 
date, there have been sharp price 
increases, ranging from 25% io 
300%, in a number of raw ma- 
terials, particularly in materials 
needed for defense production. It 
might be possible to select the end 
of World War II in 1945 as a base 
and show the sharp increases 
prices that have occurred since 
then. 

In this case, 
the year 1939. 
United States 


in 


let us begin with 
In that yeur the 
was still at peace 
with the world. By 1939 the New 
Deal Administration had been 
hard at work for six years to raise 
employment and production, 1939 
marked the first full year under 
the Federal Wage and Hour Act. 
There were still nearly 10,000,0U0 
people unemployed. However, it 
was in that year that the present 
inflationary wave began. It was 
in its beginnings a planned infla- 
tion. It developed slowly at first. 
World War II gave it a sharp 
boost. In the five years since the 
war, aS we shall see it has gaincd 
enormously. 


What Has Happened to Prices 
Since 1939? 


We might also ask the question 
—what has happened to the value 
of the dollar? We shall find that 
there have been some startling 
changes. The facts to be presented 
are from the statistics provided 
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by the Bureau of Labor Statistics 
of the U. S. Department of Labor. 
First, let us consider the changes 
that have occurred as shown in 
the Consumers’ Price Index. This 
index covers the goods and serv- 
ices bought by moderate income 
farnilies. According to this index 
the dollar of 1939 had, by Aug. 
15, 1950, the last date for which 
the index is available, become 
worth but 57¢. 

At this point it is pertinent to 
observe that the Consumer’s Price 
Index is an average that includes 
rent, gas, electricity and transpor- 
tation, the prices of which have 
been and still are restricted and 
controlled. If one leaves out these 
controlled items, the purchasing 
power of the dollar is consider- 
ably less than 57c. For example, 
in comparison with 1939, the 
clothing dollar today is worth 
only 54c. The home furnishings 
dollar is worth only about 54c. 

The food dollar of today is 
worth less than half what it was 
worth in 1939. As of the present 
date it buys only 47c worth. In the 
purchase of housing construction, 
the present-day dollar is worth 
only 46c. In the hiring of labor it 
is worth 43c. In the purchase of 
raw materials it is worth 42c. 

Practically everything that con- 
sumers buy costs double or more 
than it did ten years ago. Except 
in the controlled items, the dollar 
is worth only half or less of what 
it was worth in 1939. 

The trend in the value of 
dollar is still downward. I am 
attempting to make no forecast. 
This is simply a statement of fact. 
Certainly if the trend not 
changed, and soon, this country is 
headed for economic disaster. 


the 


is 


There Is Nothing New About 
Inflation 


You can read about inflations 
in every book on economic history. 
There have been hundreds of 
them. Most of them ended in 
national disasters. Usually, the in- 
flations ended in collapse, not only 
of the existing monetary system 
but also of the government under 
which they occurred. Several in- 
flations of recent times have 
ended in calamity. 

You all know of the break-down 
of the First Republic of France 


Continued on page 37 
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$2,025,000 


Peoria and Eastern Railway 
Equipment Trust of 1950 


273% Equipment Trust Certificates 


(Philadelphia Plan) 


To mature $135,000 annually on each November 15, 1951 to 1965, inclusive 


Certificates maturing prior to April 1,1960 guaranteed unconditionally by endorsement jointly and sev- 
erally by The Peoria and Eastern Railway Company and The New York Central Railroad Company. 


Connon maturing subsequent to April 1, 1960 (the date on which the operating agreement under 
which The New York Central Railroad Company operates The Peoria and Eastern Railway 
will expire) are guaranteed by endorsement by The Peoria and Eastern Railway € lompany. 
The New York Central Railroad Company agrees by endorsement on the Certificates 
to purchase at par those maturing after April 1, 1960 in event of non-payment as more 
fully provided in the Equipment Trust Agreement and Lease. 


Priced to yield 1.90% to 3.00%, according to maturity 


Issuance and sale of these Certificates are subject to authorization by the Interstate Commerce Commission, 
Lhe Offering Circular may be obtained in any State in which this announcement is circulated from o nly 
j 7 t , ° > . > cr 2 . . » & 
such of the undersigned and other dealers as may lawfully offer these securities in such State. 


HALSEY, STUART & CO. Inc. 
R.W. PRESSPRICH & CO. 


OTIS & CO. 


(INCORPORATED) 


FREEMAN & COMPANY 
McMASTER HUTCHINSON & CO. 
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to send interested parties 





Dealer-Broker Investment 
Recommendations and Literature 


It is understood that the firms mentioned will be pleased 


the following literature: 


























Check List of Tax Savings 
Available to Investors in 19350— 
Brochure discussing opportunities 
to save on estate and income taxes 
under the new tax law—The Key- 
stone Company of Boston, 50 Con- 
gress Street, Boston 9, Mass. 


Common Stocks for Investment 
—Tabulation of stocks in various 
industries—Eastman, Dillon & Co., 
15 Broad Street, New York 5, N. Y. 


Equity Fluctuations—Discussion 
—Francis I. du Pont & Co., 1 Wall 
Street, New York 5, N. Y. 


Natural Gas Industry—Study— 
H. Hentz & Co., 60 Beaver Street, 
New York 4, N. Y. 


Over-the-Counter Index—Book- 
let showing an up-to-date com- 
parison between the thirty listed 
industrial stocks used in the Dow- 
Jones Averages and the thirty- 
five over-the-counter industrial 
stocks used in the National Quo- 
tation Bureau Averages, both as 
to yield and market performance 
over an eleven-year period—Na- 
tional Quotation Bureau, Inc., 46 
Front Street, New York 4, N. Y. 


Real Estate Bond Prices—-Mem- 
orandum—Amott, Baker & Co., 
Incorporated, 150 Broadway, New 
SOPVre 7; ms Xa 


Tax Exempt Bonds as Invest- 
ments in the Present Inflation— 
teprints of an address by Phil- 
lips Barbour—Ira Haupt & Co., 
111 Broadway, New York 6, N. Y. 


* * * 


Amerex Holding Corp.—-Memo- 
randum — New York Hanseatic 
Corp., 120 Broadway, New York 
5, B. F. 

Also available is a memorandum 
on American Express Co. 


American-Marietta Company — 
Brief data—Wm. J. Mericka & Co., 
Inc., Union Commerce Building, 
Cleveland 14, Ohio. 


Ascot Metals Corp., Ltd.—Bul- 
letin for brokers, bankers and in- 
vestment counsel—Rittenhouse & 
Co., 226 Bay Street, Toronto 1, 
Ont., Canada. 


Christiana Securities Company 
—New bulletin—Laird, Bissell & 
Meeds, 120 Broadway, New York 
5. MN. Y. 


Columbian Carbon Company— 
Analysis—DeHaven & Townsend, 
Crouter & Bodine, 1500 Chestnut 
Street, Philadelphia 2, Pa. 


Food Machinery and Chemical 
Corporation—-Analytical brochure 
—Kidder, Peabody & Co., 17 Wall 
Street, New York 5, N. Y. 

Also available is a bulletin on 
Electric Bond and Share. 


Gisholt Machine Co.—Analysis 
—H. M. Byllesby & Co., Inc., 
Stock Exchange Building, Phila- 
delphia 2, Pa. 


Kaiser Aluminum & Chemical 
Corp.— Memorandum — Rauscher, 
Pierce & Co., Mercantile Bank 
Building, Dallas 1, Texas. 

Also available is a brief memo- 
randum on Spencer Chemical Co. 


Lincoln National Life Insurance 
Company—Analysis—First Boston 
Corporation, 100 Broadway, New 
York 5, N.Y. 


Maryland Drydock—Circular— 
J. F. Reilly & Co., Inc., 61 Broad- 
way, New York 6, N.Y. 

Also available is a circular on 
Spencer Chemical. 


Mathieson Hydrocarbon Chemi- 
cal Corp.—Memorandum—Francis 
I, du Pont & Co., 1 Wall Street, 
New York 5, N. Y. 





Monopower Corp. — \iemoran- 
dum—Edgerton, Wykotf & Co.,, 
618 South Spring Street, Los An- 
geles 14, Calif. 


Placer Development, Limited— 
Analysis—John R. Lewis, Inc., 
1006 Second Avenue. Seattle 4, 
Wash. 


Riverside Cement Company— 
Card memorandum —Lerner & 
Co., 10 Post Office Sauare, Bos- 
ton 9, Mass. 


Shawmut Association — Special 
report—Eisele & King, Libaire, 
Stout & Co., 50 Broadway, New 
York 4, N. Y. 


& Hoist 
Prosser 
New York 


Shepard Niles Crane 
Corp.—Analysis—J. Roy 
& Co., 11 Broadway. 
4,N. Y. 


b 


United Gas Corp. — Sulletin— 
Colonial Associates In: 49 Fed- 
eral Street, Boston 10, Mass. 


U. S. Thermo Control—Analysis 
—Raymond & Co. 148 State 
Street, Boston 9, Mass 

Also available is an a 
Simplex Paper. 


alysis of 








Nov. 3-4, 1950 (Miami, Fla.) 
Florida Security Deaiers Asso- 

ciation Annual Meeting at the 

MacFadden-Deauville Hotel. 


Nov. 9, 1950 (Boston, Mass.) 


Boston Investment Club Dinner 
Meeting at the Boston Yacht Club, 


Nov. 15-16, 1950 (N. Y¥. City) 

Association of Stock Exchange 
Firms’ annual meeting of Board 
of Governors at the Waldorf- 
Astoria. 


Nov. 26-Dec. 1, 1950 (Hollywoed, 
Fla.) 
Investment Bankers Association 
Annual Convention at the Holly- 
wood Beach Hotel. 


Dec. 8, 1950 (New York City) 

New York Security Dealers As- 
sociation Silver Anniversary Din- 
ner at the Waldorf-Astoria Hotel 
(Starlight Roof). 


Dec. 21, 1950 (St. Louis, Mo.) 

Mississippi Valley Group of 
IBA Christmas Party at the Park 
Plaza Hotel. 


June 11-14, 1951 (Jasper Park 
Lodge, Alberta, Canada) 

Investment Dealers Association 
of Canada Annual Convention. 


With Waddell & Reed 


(Special to Tue Financrat Ca? 
LINCOLN, Neb.—Raymond S. 
Johnson, Gladys Heckman and 
Merel C. Hays have become affili- 
ated with Waddell & Reed, Inc., 
Barkley Building. 


Sidney Ross Co. 


Sidney S. Ross is engaging ina 
securities business from offices at 
3070 Hull Avenue, New York 
City, under the firm name of Sid- 
ney S. Ross & Co. 


With King Merritt & Co. 


OKLAHOMA CITY, Okla.— 
Harry J. Schafer, Jr., has become 
associated with King Merritt & 
Co., Inc., of New York City. 
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Excess Profits Tax Is 


Against Public Interest 


By HARLEY L. LUTZ 
Professor Emeritus of Public Fimance, Princeton University 


Dr. Lutz, contending excess. profits tax is against public interest 
because it is economically umsound, administratively unwork- 
able, and contributes to inflation, recommends instead a Corpo- 
ration Defense tax, which would be in addition to regular 
corporation imcome tax and levied as a percentage of the 
corporation mcome tax. To cffect a clear distinction between 
income taxes and the Corporation Defense tax, and to avoid a 
too heavy burden on small. business, he advocates changing 
normal tax rate in new revenue act from 25% to 18%, and 


leaving surtax 


The Emotional Aspects 


The clamor for an excess profits 
tax has developed since the out- 
break of the war in Korea. There 
has been a certain amount of in- 
sistence upon 
suchatax, 
even in peace- 
time. But the 
general view 
has been that 
there is no 
justification 
for taxing so- 


called excess 
profits during 
peace. Now, 


however, in a 
situation 
which was 
certainly far 
short of full- 
scale war, the 
pressure developed so rapidly and 
so strongly that Congressional 
leaders were able to keep such a 
tax out of the 1950 Revenue Act 
only by including in that act in- 
structions that the tax-writing 
committees should proceed _ to 
draft and report an excess profits 
tax bill. 

While there appears to be a 
fairly general public demand for 
an excess profits tax, the source 
and inspiration of this demand are 
special pressure groups. The gen- 
eral public is not sufficiently in- 
formed regarding the particular 
problems and difficulties involved 
in this tax 4o grasp its full im- 
plications. and the basis of its 
respose is obviously emotional 
rather than a thoughtful consider- 
ation of facts. The time has come 
to emphasize the facts and to state 
some of the arguments against ex- 
eess profits taxation. Such is the 
purpose of this paper. 





Dr. Harley L. Lutz 


The Realistic Aspects 


At the outset it must be said 
that industrial leadership does not 
want war. All sensible persons, 
regardless of their occupation or 
station in life, are fully aware of 
the waste and futility of war. It 
destroys lives, interrupts careers, 
erodes capital, exhausts scarce 
natural resources, and provides 
no final settlement of the issues 
involved. The arguments against 
excess profits taxation presented 
here are in no sense offered as a 
defense or protection of exorbitant 
profits to be made out of war as 
such. 

The case against excess profits 


taxation rests on the following 
grounds: 
(1) The conviction that such 


taxation is. on every count, eco- 
nomically unsound: 
(2) The record of the impossi- 


bility of proper administration 
that was made in World Wars I 
and II: 


(3) The evidence of its contri- 
bution to inflation and the cost of 
the military effort. 

These points will 
in order 

I 


An Excess Profits Bax Is 
Economically Unsound 
The Elusive “Excess”>) Profit— 
The presumption underlying the 
concept of an excess, or excessive, 
profit is that there is a clear, 


be discussed 








rate of 20%. 


sharp dividing line between a fair, 
normal, or reasonable profit for 
a given industry or business con- 
cern, on one hand, and an unfair, 
abnormal, or excessive profit on 
the other. No such dividing line 
exists as an economic reality. 
Profit is the economic return, or 
reward, for the successful assump- 
tion of risk. There are all de- 
grees of risk among the great 
multitude of business enterprises 
in a flourishing economy. Every 
new business venture’ involves 
risk; so does every new industry; 
and even the oldest, strongest, 
best-established companies face 
the risk that their very age and 
apparent strength may not be ade- 
quate in a trial against young, 
vigorous competitors. Risk, in 
some degree, pervades all private, 
competitive enterprise. 

It is impossible, by any statu- 
tory device, to weigh and measure 
the variables of risk. The man- 
agers and investors whose jobs 
and capital, respectively, are de- 
pendent upon the wisdom of their 
decisions can do this only imper- 
fectly. That they make many mis- 
takes is evidenced by the numer- 
ous instances of business failure. 


Any statutory definition of an 
excess profit must necessarily be 
arbitrary and inadequate. In view 
of the wide differences in the 
profit return required to offset 
the particular risks involved and 
to assure the necessary flow of 
capital funds into the immense ar- 
ray of business ventures which 
make up our economy, an arbi- 
trary measure of excess profit 
may in some cases allow a greater 
return than the risk may warrant, 
and in other cases set an alto- 
gether too low ceiling on profits. 
Such ceiling will ordinarily affect 
most adversely the new industries, 
the rapidly growing concerns, and 
enterprises that should keep all] 
of their earnings in order to ex- 
ploit the competitive opportunity 
that may lie before them. 


Statutory Discrimination — In 
addition to discrimination arising 
out of the basic economic differ- 
ences in risk, there is also a cer- 
tain discrimination which results 
from the differences in applicabil- 
ity of the formulas used to differ- 
ent company experiences. For 
example, companies with high 
earnings in the base period will 
fare better than those with low 
earnings in that period. The con- 
servatively capitalized companies 
will be harder hit than those with 
liberal capitalization under the in- 
vested capital method. There is 
given, in Table I, a summary of 
all corporation returns with net 
income and all excess profits re- 
turns in the years 1940-1945. 


The difference between total 
corporation net income and ex- 
cess profits net income is much 


greater than would be accounted 
for by the specific exemption of 
$5,000, which was raised to $10,- 
000 for 1944 and 1945. There is 
no way of determining, now, the 
extent to which the corporations 
not subject to excess profits tax 
simply did not have earnings suf- 
ficient to bring them under this 
tax, or the extent to which the 
particular statutory formula used 
allowed them to have substantial 
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earnings without being in the ex- 
cess profits tax category. 

Insofar as the use of an arbi- 
trary formula for measuring nor- 
mal or standard profits does set 
too low a ceiling on profits, it 
penalizes growth, expansion, bold 
adventuring into new _ business 
fields. In this respect it favors, 
relatively, the established, well- 
financed concerns and thus it 
tends to create conditions leading 
to monopoly by stifling the 
growth of potentially effective 
competitors. 


Small Corporations Hit Hard— 
It is commonly supposed that only 
the large corporations have to pay 
excess profits tax. The facts are 
otherwise, as revealed by World 
War II experience. Table II shows, 
for the years 1940 through 1945, 
the number of corporations with 
net income up to $50,000, and the 
amount of excess profits tax paid 
by them. 

The significance of the number 
of corporations in the above table 
may be seen from the fact that in 
1940 the total number of excess 
profits tax returns was 13,440, of 


which only 2,032 were in the net 
income classes above $50,000. The 
largest number of returns filed 
was 68,202 in 1943, of which less 
than 20,000 showed net income 
above $50,000. The decline in 
number of returns, excess profits 
net income, and excess profits tax, 
in 1944 was produced by an in- 
erease of the specific exemption 
from $5,000 to $10,000 for that 
year. 

The revealing thing about the 
table is the kind of squeeze that 
the excess profits tax put >on the 
small companies. It clearly put 
a very serious limitation on their 
capacity to expand through re- 
tention and investment of earn- 
ings. It is hardly too much to say 
that the damage done them was 
far worse than that done to the 
large companies. 


Relative Aspects of the Profit 
Picture 


The recent record of business 
profits will be cited by some ad- 
vocates of excess profits taxation 
in the attempt to show that these 
profits are large enough to war- 


TABLE I 


All Corporation Returns With Net Income, and 
Excess Profits Returns, 1940-1945 


(Dollar amounts in millions) 


All Returns 
Year Number 

le ~--- 200,001 
Se rer ere 264,528 
a arc os ch 5s cae a Se 269,942 
| P 283,735 
PE 63 ck deen ease 288,904 
ee er 


Excess Profits Returns 


Excess 
Profits 

With Net Income Net 
Net Income Number Income 
$11,205 13,440 $2,998 
18,111 42,412 12,073 
24,052 54,002 17,084 
28,718 68,202 22,307 
27,124 55,912 20,472 
22,165 52,097 14,165 


Source: Statistics of Income, Part 2, for the several years. 


TABLE Il 


Number of Corporations With Net Incomes Up to $50,000, 
Excess Profits Net Income and Excess Profits Tax 


(Dollar amou 


Source: Statistics of Income, Part 2 


nts in thousands) 


Adjusted Excess 

Excess Profits Tax 

Profits Tax after Credits 

Number Net Income? against Tax? 
11,408 $114,373 $29,032 
28,360 360,113 128,982 
37,877 489,543 365,052 
48,720 552,555 488,499 
34,850 501,592 428,059 
36,388 501,885 394,637 


, for the several years. 


+ Adjusted excess profits net income was the income.on which excess profits 


tax was levied. It was derived from 
specific exemption, 


specific exemption was $5,000 through 


the excess profits credit, 


normal tax net ingome by deducting the 
and some other items. The 


1243 and $10,000 in 1944 and 1945. 


tCertain credits were allowed against excess. profits tax.as computed, such 


as an allowance for debt retiremert, 


the postwar refund,.and in lieu of the 


latter a straight reduction of 10% of the tax in the later years of its application. 


(1689) 
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rant taxation at rates above those 
now imposed, or in such a way as 
to exact more taxes from the con- 
cerns having profits above some 
arbitrary standard or limit. In 
this connection, also, the course 
of prices is likely to be mentioned 
as evidence of peacetime “prof- 
iteering.”” The record and its 
meaning requires some attention. 


General Advance of the Economy 
—The . powerful inflationary im- 
pulse of the war financing ear- 
ried on into the postwar years 
despite the sharp decline of gov- 
ernment spending and of deficit 
financing.’ It is inevitable that 
such an inflation should manifest 
itself in various ways and that 
the dollar amount o. profits 
should be influenced, as it always 
is, by an inflationary expansion 
of the economy. Some pertinent 
data are presented in Table III. 


The selected data shown in 
Table III illustrate, in a very gen- 
eral way, how the forces of sup- 
ply and demand have been op- 
erating since 1946. The indicator 
of supply, namely the FRB index 
of production, shows how the out- 
put of goods has expanded with 
the completion of reconversion 
after World War II. In the period 
beginning with 1947 the level of 
output has become established on 
a definitely higher plane than in 
1946. The preliminary estimates 
of annual rates for the first half 
of 1950 show a recovery of almost 
all of the ground lost in the level- 
ing off in 1949. 

On the demand side, we have 
the national income, which in the 
first half of 1950 was at an annual 
rate some $38.8 billions above the 
1946 amount. The compensation 
of employees, business and pro- 
fessional income, and corporate 
profits are included to show the 
trend of some of the important 
elements in national income. 


The forces of demand and sup- 
ply meet in the market place, and 
the outcome is (1) the total of 
consumer spending and (2) the 
level of prices. These factors are 
interactive, for prices are a deter- 
minant of the amount of spending. 
while the amount of income that 
people are willing to spend is, in 
turn, a determinant of prices. The 
total of consumer spending ‘was 
certain to rise with the dncerease 


Continued on page 26 





1 See H. L. Lutz, Public Spending and 
the Private Economy, NAM, 1949. 
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HEMPHILL, NOYES, 
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BLAIR, ROLLINS & CO. 


PAINE, WEBBER, JACKSON & CURTIS 
THE ILLINOIS COMPANY 


This announcement is not an offer to sell or a solicitation of an offer to buy these securities. 
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$6,000,000 


Milwaukee Gas Light Company 


324% Sinking Fund Debentures, due November 1, 197 


Dated Nov ember i. 1950 
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Philadelphia Extension of 
Pennsylvania Turnpike Opened 


Completion of 100-mile extension, linking Philadelphia and 
Harrisburg, increases current length of nation’s most success- 
ful ioll highway to 269 miles. Phenomenal success of original 
160-mile section expected to be duplicated by additional link. 
Extended Turnpike seen as important influence in furthering 
Pennsylvania’s industry and commerce. 


iG 


big city 
dedication 
100 cars 
richest 
turn- 


town businessmen and 
executives saw the 
caravan of more than 
move by on the world’s 
as well as most beautiful 
pike. 
To 
remind 


HARRISBURG, Pa.—The idea 
af a safe. swift and direct auto- 
snobile route from _ industrial 
Pittsburgh through the rugged 
Appalacnian Mountains, across 
sich farmlands, and on to metro- 
politan Philadelphia became a 
reality last week with the an- 
wouneced completion of a new 
100-mile extension to the Penn- 
sylvania Turnpike. 


who annually 
that “This Is 
Keep _ it 


these veople, 
each other 
Your Pennsvlvania 
Growing!”. the progress of the 
Commonweaith and the growth 
of the turnpike are inseparable 
parts of the same dynamic dream. 
They may recall that only a 
decade ago the original 160-mile 
section of the turnpike, linking 
Middlesex, 16 miles west of the 
State cavital at Harrisburg, with 
Irwin, 24 miles east of Pitts- 
burgh, was completed. During 
the past 10 vears, some 22,000,000 
cars, trucks and busses shelled 
out an estimated $36,000,000 in 
tolls for the use of this all- 
weather expressway with its 
seven tunnels which penetrate the 
Appalachians and which help re- 
duce the time and hazards of 
motor travel across the State. 
Last year alone, 3,850,000 ve- 
hicles. paid about $7,051,000 for 
the use of the $70,000,000 highway 
—which did not cost Pennsylvania 
citizens a single dollar in taxes or 
other levies. 


One prime-mover of the super- 
highway plan, The Keystone 
State’s Governor James H. Duff, 
saipped a gold and blue ribbon 
stretching across the road at Val- 
key Forge and led a procession of 
State officials, mayors and other 
notables down the Philadelphia 
kxtension past the very place 
where, less than 25 months ago, 
be had broken ground -for the 
construction of this $87,000,000 
addition to the Pennsylvania 
‘Turnpike. 


At the nine new 
between historic King of 
and Carlisle—and all along this 
giant concrete path which in- 
creases Pennsylvania’s modern 
version of the Eighteenth Cen- 
tury toll road to a total of 260 
efficient miles— country school 
children, Amish farmers, small- 
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Prussia 
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riaCrURED ABOVE are the present membe 


Edward N. Jones; 


Treasurer, and James J. Coyne. 
the famed road will become a 


the project, 


Thursday, November 2, 1950 











$s or che FennsSy:Vaiha surnpike Cuuimnission: 
Ray F. Smock; Thomas J. E ‘ans, Chairman; James F. Torrance, Secretary - 
Upon retirem*nt of the $211,500,000 bonds issued to finance 
part of the Pennsylvania Highway 


System. 


(Photo reproduced with permission of Penel»pe Redd Jones, author of “The Story of the 


Yet when the idea for building 
the original turnpike through the 
mountain barrier between Pitts- 
burgh and the East was first pre- 
sented, back in 1934, some people 
passed it off as an “impractical 
dream.” Convinced, however, 
that the idea was neither “im- 
practical” nor merely a “dream,” 
members of the Pennsylvania 
Motor Truck Association spear- 
headed a drive for the project 
and backed a publicity campaign 
for the toll road. 

Exacting surveys proved that 
the turnpike could be built along 
the abandoned right of way ot 
the old South Penn Railroad, 
using seven of the eight partially 
completed tunnels -begun during 
that ill-fated Vanderbilt enter- 
prise. It would be necessary to 
build one more through the 
mountains. The rest was a mat- 
ter of dollars—and $29,250,000 
came from the Public Works Ad- 
ministration, while the remaining 
$40,800,000 was loaned by _ the 
Reccnstruction Finance Corpora- 
tion. 


Initial Road Great Success 
This original 160-mile stretch 
of the turnpike was opened on 
Oct. 1, 1940. On a single busy 
day, soon after, some 26,640 ve- 


hicles of all types passed through. 


its interchanges—and every 
since then an average of 
use tre road at an average 
$1.65 each. 
With the 
160-mile_ stretch, 
burgh and Harrisburg, 
blueprints were drawn up tor the 
additional 100 miles of highway 
that would extend the Pennsyl- 
vania Turnpike on to the out- 
skirts of Philadelphia. The tre- 
mendous engineering and con- 
struction job, which includes ‘the 
building of 123 bridges and 
structures as well as a_ huge 
amount of landscaping work in 
addition to the actual task of 
making the road itself, will prob- 
ably go down in the books as one 
of the largest and swiftest in his- 
tory. ~ Between the latter part of 
September, 1948, when the first 
contract for the new extension 
was awarded, and today, a num- 
ber of construction miracles were 
performed. Most notable among 
these was the record set by the 
Williams Paving Company of 
Norfolk, Va., neariy 6,000 feet of 
concrete road, two lanes in width, 
during a single working day. 


day 
6,211 
toll of 
success of the initial 
linking Pitts- 


to go by, 


Philadelphia Extension Vital Link 
“This grand-scale Philadelphia 
extension to the Pennsylvania 
Turnpike is generally regarded as 
another link, an important one, in 
the coming 2,000-mile system of 
nonstop, express dream-highway 
system which, before too long, 
will spread from Maine and New 
Hampshire through New York. 


Pennsylvania Turnpike.”’) 


New Jersey, Connecticut, Dela- 
ware, Maryland and Ohio. 

Beyond this, -the highway com- 
missions of all other states in the 
Union which.are either planning 
or building toll roads are paying 
careful attention to the new 
Pennsylvania Turnpike Extension. 
If this new toll road proves as 
successful as the original high- 
Way and the shrewd and 
thoughtful figuring of all the big 
bankers, investment companies 
and other private sources who’ve 
financed the extension seem to 
indicate it will—the results will 
certainly stimulate major turn- 
pike projects throughout the en- 
tire nation. 

Back of this country-wide in- 
terest in the tate of the Pennsyl- 
vania Turnpike experiment in 
free-enterprise road operations is 
the simple realization that a 
growing number of motorists and 
truckers are more than willing 
to bay small tolls for the luxury 
of traveling comfortably over 
swift routes without slowing 
intersections, steep grades, sharp 
curves Cr botcersome traffic 
iairs This fact is substantiat-d 
by statistics showing that. while 
tre production and use of motor 
vehicles has risen greatly in re- 
cent years, Federal and State 
highway construction programs 
have not shown even comparable 
increases. In the face of this im- 


—e- 


pending highway crisis, according 
to authority, Col. E. R. Needles, 
President of the American. Road 
Builders Association, the one 
bright spot and hope for the fu- 
ture of motor travel rests with 
such projects as the Pennsylvania 
Turnpike. 


State’s Economy Enhanced 


However, when it comes to the 
importance and meaning of such 
a super express highway as their 
famous turnpike, progressive- 
minded Pennsylvanians require 
little outside authority to support 
their viewpoint. From. well- 
intormed people within the Com- 
monwealth, like Park H. Martin, 
Executive Director of the Alle- 
gheny Ccnterence of Community 
Development, they have received 
ample evidence that Pittsburgh’s 
rise from a frontier town to a 
steel capital of the world has been 
closely allied with the develop- 
ment of highways between East 
and West, and that one of the 
truly great contributions to the 
furtrer exvansion of that thriving 
metropolis is that of the newly 
completed Philadelphia Extension 
to the Pennsylvania Turnpike. 

Broadening its_ implication, 
Pennsylvania’s Secretary of Com- 
merce, Theodore Roosevelt III, 
declared that the extended turn- 


Continued on page 13 
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canyons of rock, there are panoramas of farmland stretching off 
to the horizon. Here and there the new extension crosses a spark- 
ling stream of mountain water or slips through a weeded game 
preserve, or passes barns filled with Pennsylvania tobacco. 


Revenues and Users of Original 
Turnpike Section at New Peaks 


Toll income for the 12 months ended Aug. 31, 1950, amounted 
to $7,704,244 as against $6,210,381 for the previous period. 
Total vehicles using facility during each 12-month period were 
4,143,792 and 3,725,036, respectively. Further gains in rev- 
enue anticipated through opening of Philadelphia extension. 
Bond interest met and highway maintained in perfect condition 
even during war period when traffic was curtailed. 


HARRISBURG, Pa. — Revenues 
from, and users of, the original 
Pennsylvania Turnpike, extending 
160 miles from Carlisle to Irwin, 
reached new high levels during 
August, 1950, and for the 12- 
months’ period ended with August, 
it was revealed here at the dedi- 
cation ceremonies opening the 
100-mile eastern extension of the 
turnpike from Philadelphia 
through Harrisburg to Carlisle. 

The 547,250 vehicles using the 
Pennsylvania Turnpike in. August 
paid tolls ot $923,908. In August, 
1949, vehicles consisting of buses, 
cars, motorcycles, and trucks, to- 
taled 471,749. They paid tolls oi 
$712,262. Users and revenues from 
them last August, which normally 
is the peak traffic month of the 
vear, were up 16% and 29.7% re- 
spectively over August, 1949. 


Vehicles Up 11.2% and Revenues 


24% in Year 
Vehicles using the 160-mile 
“original” turnpike for the 12 
months ended Aug. 31, 1950, to- 


taled 4,143,792 and they paid tolls 
aggregating $7,704,244. This con- 
trasts with 3,725,036 vehicles and 
$6.210,381 tolls in the same period 


ended Aug. 31, 1949. These are 
gains of 11.2% and 24% respec- 
tively. 

From the Oct. 1, 1940, opening 


of the “original” turnpike through 
Aug. 31, 1950, it has been used by 
23,438,013 vehicles which paid tolls 
totaling $36,723,966. - Meanwhile 
other revenues, consisting for the 


most part of rentals and leases 
from gasoline service _ stations, 


restaurants, etc., totaled $2,347,141, 
bring gross revenues to an ap- 
proximate aggregate of $39,071,107. 
This record was achieved despite 
the period from Pearl Harbor 
through V-J Day when passenge! 
traffic was virtually nil. 


Philadelphia and Western Exten- 
sions to Help “Original” 


Opening of the 100-mile Phila- 
delphia, or eastern, extension to 
the public in November, 1950, nat- 
urally will increase the use, and 
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BIRD’S-EYE VIEW of an interchange on the new extension 
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Eight similar interehanges between Carlisle and King of Prussia lead te some of the state’s 
best-known communities, industrial cities, as well as those with historical backgrounds. 


therefore the revenues of, the 
“original” 160-mile turnpike, which 
also will benefit from the public 
opening of the 67-mile western 
extension, from Pittsburgh to the 
Ohio border, at Petersburg, late 
in 1951. 

Engineers estimate that in 1952, 
when the whole Pennsylvania 
Turnpike system, extending 327 
miles from Philadelphia to Peters- 
burg, is open to the public, tolls 
for that year will approximate 
$16,554,000. Gross revenues from 
all sources are expected to reach 
$17,478,000, of which around $924,- 
900 will be derived from rentals 
and leases, based on the sales of 
gasoline, the serving of meals at 
restaurants, along the turnpike, 
and other miscellaneous revenue 
sources. 

No Property Tax 

Construction of the Pennsylvania 
Turnpike was accomplished, and 
operations conducted, without the 
levying of any taxes on Pennsyl- 
vania property. 

Interest Met Promptly 
War Traffic Cut 

Despite the dark days in the 42- 
month period between Pear! Har- 
bor and V-E Day, when traffic 
using the turnpike averaged only 
3,080 vehicles daily compared 
with original estimates of 4,270 
for 1942, 4,920 for 1943, and 5,410 
for 1944—the turnpike never failed 
to promptly meet interest pay- 
ments on its bonds nor to maintain 
and operate the highway in per- 
fect condition. 


Despite 


There are outstanding $211,500,- 
000 of Pennsylvania Turnpike sys- 
tem ponds. They consist of two 
main blocks, one of $134,000,000, 
sold in August, 1948, and one of 
$77,500,000 sold in September, 
1949. 

The $134,000,000 block 
of: $47,000,000 of serial 
yielding 244% interest, and due 
from June 1, 1952 to June 1, 1968, 
which were sold for the purpose 
of providing funds for the retire- 
ment of the original debt; and 
$87.000.000 of term bonds, bearing 
interest at the rate of 344% and 
due June 1, 1988, which were sold 
to construct the Philadephia ex- 
tension of the “original” turnpike. 
All Turnpike Bonds Well Above 

Original Offering Prices 

The $77,500,000 of bonds sold 
bore an interest rate of 2.90% and 
were for the purpose of construct- 
ing the 67-mile western section 
from Irwin to Petersburg. 

Approximately 200 of the na- 
tion’s leading investment banking 
firms, headed by a syndicate group 
of four firms—Drexel & Co., of 


consists 
bonds 


Philadelphia; B. J. Van Ingen & 
Co., Inec., Blyth & Co., and The 
First Boston Corp., all of New 
York—sold these $211,500,000 of 
Pennsylvania Turnpike bonds to 
thousands of investors, including 


institutions, such as_ insurance 
companies, colleges, universities, 
and individuals. 

At the week-end of Oct. 30, 


1950, all of these turnpike bonds 
were selling at substantial pre- 
miums over their original offering 
prices, the 344s being quoted at 
105.60 bid and the 2.90s bonds at 
104.50 bid. 


New Motor Arteries 
Vital to Industrial 
Center’s Growth 


Pittsburgh's rise from a frontier 
town to the steel capital of the 
world has been closely allied with 
the development of highways be- 
tween the East and West, accord- 
ing to an article by Park H. Mar- 


tin, Executive Director of the 
Allegheny Conference of Com-— 
munity Development, in the 
“Highway Builder.” 


One of the most important proj- 
ects contributing to the recent in— 
dustrial expansion in the Pitts— 
burgh district is the Philadelphia 


extension of the Pennsylvania 
Turnpike, Mr. Martin says. 

“Substantial savings in trans- 
portation costs result from long- 
distance movement of goods and 
products by motor freight carriers 
from loading platforms of planis 
and factories directly to the pur- 
chaser’s doorstep,’ Mr. Martin 
says. “The Pennsylvania Turnpike 
already provides many manufac~ 
turers in this state with lower 
transportation costs than their 
competitors. With the new exten- 
sion this advantage will be further 
increased—an asset many manu=— 
facturers are taking into consider= 
ation in their current construction 
plans.” 
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What Can We Expect From 
Common Steck Investments? 


By GEORGE F. 


SHASKAN, Jr.* 


Partner, Shaskan & Co., 
Members New York Stock and Curb Exchanges 


Mr. Shaskan maintains a common stock investment program 

based on sound values can provide important hedge against 

inflation and higher yield than is obtainable elsewhere. Warns 

against trying to get-rich-quick through market speculation. 
Offers ten rules for sound investment planning. 


I believe that securities and 
security markets have an impor- 
tant role to play not only for the 
continuance of the private enter- 
prise system 





such as we 
now enjoy 

but also for 
each and 
every one of 
us, However, 
for many 
reasons which 
we do not 
have time to 
examine now, 
most people 
are extremely 
wary of any- 
thing to do 
with  securi- 
ties and in- 
vestments, and the name of Wall 
Street is generally held in con- 
siderable disrepute. Although 
there are some 80 million people 
in this country holding insurance 
policies, the government estimates 
that there are less than 6 million 
spending units owning securities 
in private enterprises. 

This is perhaps surprising in 
view of the fact that this country 
has become the most productive 
nation in the world and has done 
so building on the private enter- 
prise system which in turn is 
based upon private investment 
and risk-taking. It is even more 
surprising when you stop to con- 
sider that no matter how antago- 
nistic we may be towards Wall 
Street most of us indirectly 
investors. After all, we hold 
Savings accounts and insurance 
policies the funds 6f Which are 
invested in securities and other 
assets. 





Geo. F. Shaskan, Jr. 


are 


*An address by Mr. Shaskan before 
the Lions Club, Larchmont, N. Y., Oct. 
18, 1950. 


CHART I 


HOW INFLATION AFFECTS 


It is. therefore, a pleasure to 
have this opportunity to meet 
with you and discuss some of the 
things which you can expect 
from a sound investment program 
—and, perhaps, even more impor- 
tant—what you cannot get from 
such a program, 

Don’t Count on Quick Killings 

It is important to realize at the 
outset that you cannot reasonably 
expect to make a “quick killing” 
out of the market. This latter 
path is strewn with the wrecks 
of the best intentions and the 
fondest hopes. It simply cannot 
be done. The speculator is bound 
to lose in the long run. 


Reasonable Expectations 

If we can’t all become million- 
aires, what then can we expect 
from an investment program? 
I think that we may reasonably 
anticipate two goals: First, and 
most important in my opinion, is 
inflation protection. We are all 
well aware of what rising prices 
can do to our income. In the 
past 10 years we have seen the 
value of the dollar fall in half. 
This is just as real a loss as 
though we had lost half of our 
money. Savings and insurance, 
for all the many benefits they 
offer, cannot give us this protec- 
tion against rising prices. Only 
last week some of the government 
savings bonds which I purchased 
10 years ago were redeemed. 
However, the money I received 
was able to buy only half of what 
it would have bought when I 
purchased these bonds. And this, 
despite the fact that government 
bonds are probably the “safest 
investment in the world.” A 
sound investment program, on the 
other hand, will afford some 
measure of protection against in- 
flation since security prices and 
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dividends tend to rise with rising 
prices, 
Fall in Dollar 

I think this inflation protection 
is well brought out in Chart I, 
showing what has happened over 
the past 10 years to the real value 
(principal amount and income) of 
annuities, savings bank deposits, 
and a cOmmon stock investment 
program after adjusting for the 
rise in the cost of living. We see 
in this chart that since 1940 the 
cost of living has increased some 
68%—shown by the dotted line, 
number 3. This is the Bureau of 
Labor Statistics index, which, if 
anything, in my opinion sharply 
understates the real rise in living 
costs. An annuity during these 10 
years, as shown by the dash-cross 
line number 4, has declined some 
47% in real purchasing power 
value. A deposit in the savings 
bank just about held its own, as 
shown in the broken line, num- 
ber 2. On the other hand, a 
composite group of common 
stocks, in this case Standard & 
Poor’s ‘“90-Stock Index,” one of 
the more popular general groups, 
has enjoyed a rise of about 34% 
as shown by the solid line num- 
ber 1. 

How much further is inflation 
going? Of course, none of us can 
really answer that question, We 
know that since Korea we are in 
a new wave of spiralling prices 
with spot commodity prices up 
30%, wholesale prices up 7% and 
the cost of living higher by almost 
5%. This may be temporary and 
governmental control measures 
may stop the upsurge and even 
(let us hope) reduce prices 
somewhat. However, this we do 
know, that the history of prices 
over any long run period is up. 
This is well demonstrated in this 
chart (Chart II), showing the 
course of living costs in _ this 
country Over the past 100 years. 
As you can see, living costs have 
increased in this period by almost 
350% In this connection—and 
since we have just had such ex- 
cellent food—you may be inter- 
ested to compare a few prices on 
your menu here with those ap- 
pearing On a menu of a leading 
New York restaurant some 100 
years ago. A cup Of coffee at 
that time was one.cent, hash three 
cents, corn beef and cabbage four 
cents, beefsteak also four cents, 
and for those who wished to 
splurge with roast chicken there 
was a charge of 10 cents. A reg- 
ular dinner called for the total 
sum of 12 cents. 


Goal of Greater Income 
The second goal which I believe 
we can reasonably expect from a 
sound investment program is a 
more adequate income than we 
might otherwise obtain from our 
surplus funds. This does not 


CHART II 


mean, of course, that we should 
expect an enormous return such 
as 10% or 20%. With some ef- 
fort and a little luck we should 
be able to obtain perhaps 5% or 
6% which will certainly not make 
us wealthy, but which is a little 
better than what ‘is available 
from some of our alternative op- 
portunities. 

Taking all of the common stocks 
listed on the New York Stock 
Exchange, for example, the re- 
turn in each of the last 10 years, 
based upon the prices obtaining at 
the end of the year, was as fol- 
lows: 
1941___- 
1942 
1943 
1944 
1945 
1946 
1947. 
1948__ 
1949 
1950_ 


The 1950 figures are based 
upon stock prices prevailing in 
August of this year. 


9. 
7. 
6. 
5. 
3 
4. 
6. 
7. 
7. 
7. 


39 
8%, 
ee 
0% 
6% 
8% 
3% 
8% 
0% 
O% 


Guideposts for Seund Investment 
Program 


These being the goals which we 
may reasonably expect from a 
sound investment program, how 
do we arrive at such a program? 
We cannot, of course, review this 
in detail in the few minutes 
which are remaining, but there 
are some guideposts which may 
be helpful in considering an in- 
vestment program. 

(1) The first and by all odds 
the most important is diversifica- 
tion. No matter how good an 
investment opportunity may ap- 
pear to be don’t put all your eggs 
in one basket. We are all fallible 
and the most carefully calculated 
plans often go astray. 

(2) Have _ patience. If you 
have purchased a sound security 
do not become discouraged if it 


doesn’t rise along with others or 


if it becomes depressed. If the 
security was sound to _ begin 
with you should be willing to 
purchase additional shares at a 
lower price rather than throwing 
it overboard. 

(3) Remember that security 
prices fluctuate, If you miss an 
opportunity to purchase a security 
don’t run after it—chances are 
you'll be able to obtain it some 
other time or that you will be 
able to purchase something just 
as good. As J. P. Morgan is re- 
puted to have said, “Don’t run 
after a trolley car or a beautiful 
woman, there will be another one 
along in a few minues.” So with 
securities. 

(4) Always take the long-range 
view. Remember as an investor 
you are not out to beat the mar- 
ket, Events of the moment 
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should not be allowed to cloud 
your thinking. 


Beware of Sacred Cows 


(5) Beware of sacred cows— 
no matter how valuable your 
grandfather may have said a se- 
curity was, remember that times 
change, consumers’ preferences 
change, etc. 

(6) Beware of tips—the fellow 
giving you the tip probably knows 
less about it than you do. “Inside 
information” is not generally 
available, and such tips as go as 
“inside information” are usually 
dangerous. 

(7) Invest on sound business 
evaluation—not on how much you 
can save on taxes. 

(8) Look for the NOT OB- 
VIOUS. Remember that what is 
obvious is already known and has 
probably been discounted in the 
security’s price. 

(9) Stick to securities of Amer- 
ican corporations. It is difficult 
enough to try and follow what is 
going. on. in this country—cer- 
tainly .almost impossible on what 
is gOing On outside of the country. 
Moreover, investments abroad are 
subject to all. sorts of exchange 
controls, government decrees, etc. 

(10) Stick to securities of es- 
tablished companies with sound 
earnings and dividend records— 
avoid new issues, particularly if 
they are from companies with an 
unproven record. You may miss 
the televisions and the scotch 
tapes, but you will also miss the 
Tuckers. 


Goulet & Co. Is 
Formed in New York 


Wm. 


William F. Goulet announces 
the formation of Goulet & Co., 25 
Broad Street, New York City, to 
conduct a general over-the-coun- 
ter securities business. Prior to 
now Mr. Goulet has conducted his 
business as individual at the 
same address. 


Henry B. Warner Co. | 
Expands Facilities 


PHILADELPHIA, Pa. — Henry 
B Warner & Co, Inc., members 
of the Philadelphia - Baltimore 
Stock Excha*ige, have installed a 
telemeter direct to Ames, Emerich 
& Co.. Inc.. Chicago, members of 
the Midwest Stock Exchange. The 
firm also has removed its offices 
at 123 South 


F. Goulet 


an 


to larger quarters 
Broad Street. 
Albert Branin, 

the Phiiadeiphia office of d. 
Arthur Warner & Co., Inc., has 
become associated with Henry B. 
Warner & Co. as salesman cover- 
ing the South Jersey territory. 


With R. L. Day & Co, 


John deF. Buckingham has be- 
come associated with R. L. Day & 
Co.. members of the New York 
and Boston Stock Exchanges, in 
the firm’s New York office, 14 
Wall Street. 


formerly with 
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RIVER BRIDGE at 


Extension of 


Pennsylvania Turnpike Opened 


pike’s economic advantages will 
be immediate and many. Not 
Only will it relieve overburdened 
highways of congestion and the 
weight of heavy traffic—lightening 
problems stemming from the 
heavy movement of truck convoys 
through small cities and towns 
along the way—but, he points out, 
the superroad will result in im- 
portant time-saving for shipments 
by truck. At the same time, in 
the bordering turnpike route 
Roosevelt foresees industrial de- 
velopment for off-route tewns and 


hamlets which, heretofore, had 
been hampered by the lack of 
swift transportation facilities. 
To the motorist himself the 
penny-a-mile toll he forks out 
for driving his sedan across a 
concrete expressway, !ike the 


Pennsylvania Turnpike, is a cheap 


price for his freedom from jay- 
walkers, traffic tie-ups, steep 
grades and sharp curves. 

To truckers, who pay _ rates 
based on the type of their ve- 








Ve bake flewdure MM UMMNOUNLNY.. 


Walston. Hoffman & Goodwin 


hicles, the saving in time, gasoline 
and driving strain have meant a 
material economy in _ operating 
costs and well worth the fare the 
turnpike charges. As a matter of 
fact, truckers currently represent 
the turnpike’s largest single 
source of revenue. 

Bus companies, too, are becom- 
ing attracted to the turnpike in 
increasing numbers as they also 
are finding that the highway cuts 
valuable hours of running-time 
off their schedules. Between 
Pittsburgh and Harrisburg they 
now save from two to four hours 
of travel-time regularly, a_ fact 
which places the turnpike rates 
well within the realm of an abso- 
lute bargain. 

That is why it seems quite 
clear, from the standpoint of the 
motorist, the trucker, the bus 
operator—as well the 
of Pennsylvania—this new exten- 
to the world’s richest and 

successful highway 


as people 
sion 


most is a 


breath-taking step forward. 


October 30, 1950 
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Pennsylvania Brevities 


reach new record levels in No- 
vember, Mr. Taylor believes. 


U. G. I. Earnings Higher 


As the flow of natural gas to 
subsidiaries continues to increase, 
estimates of net income of United 
Gas Improvement Co., both parent 
company and consolidated, indi- 
cate that 1950 will exceed results 
reported for 1949. Full benefit is 
not expected until the latter part 
of this year or early in 1951. 

Consolidated net income for 1949 
was reported as $3,168,253, equiv- 
alent to $2.02 per common share. 
The parent company alone report- 
ed $2,206,556, or $1.41 per share. 
For the 12 months ended Sept. 30, 
1950, parent company earnings 
were $2,330,780, equal to $1.49 per 
common share, with the antici- 
pated “fat” fourth quarter yet to 
come. 


Although gas and electric sales 
are running ahead of 1949, in- 
creases in costs and expenses have 
absorbed a portion of the net gain. 
With larger receipts of natural gas 
next year, the operating ratio is 
expected to improve. The parent 
company has been authorized to 
advance slightly under $5,000,000 
to four subsidiaries to help pay 
for additional distribution facili- 
ties. 

U.G.I. is currently paying com- 
mon dividends at the rate of $1.40 
per year. 


Pennsylvania Wage Payments 

According to the Federal Re- 
serve Bank of Philadelphia, fac- 
tory workers in Pennsylvania re- 
ceived approximately $68,700,000 
per week in September, a new 
high record. 


Autocar Settles Strike 

A 21-day strike of workers at 
the Autocar Co., Ardmore, Pa., the 
first in the 50-year-old company’s 
history, has been settled by grant- 
ing a “package” wage increase 
amounting to 13% cents per hour, 
plus an automatic 4-cent raise at 
the end of each of the next three 
years. Also provided is an escala- 
tor clause based upon a cost-of- 
living formula to be computed 
quarterly. 


The strike, which involved ap- 


proximately 1,000 members of 
UAW-CIO Local 131, was con- 
ducted on rather an_ unusual 


“friendly -enemy” basis. The Union 
permitted an operator to run an 
elevator for 300 non-striking of- 
fice employees. A shipment of re- 
placement parts was dispatched to 
Korea without hindrance. Watch- 
men and a fireman performed 
their duties on the premises and 
cooperation was extended to local 
police in preserving. orderliness. 
Management, on its part, distrib- 
uted raincoats to pickets during 
showers. During the strike, Ed- 
ward F. Coogan, company Presi- 
dent, thanked the strikers by letter 
for their moderate behavior. 


Pennsylvania Power & Light Co. 
ALLENTOWN Pennsylvania 
Power & Light Co. estimates the 
cost of its continuing construction 
program from the present time 
through 1954 at $76,100,000. Ap- 
proximately $5,000,000 cash is on 
hand and the company expects to 
produce $47,000,000 from reserves, 
earnings and other internal sourc- 
es. The remaining $24,000,000 will 
be raised through the sale of se- 
curities, $15,000,000 of which 
tentatively scheduled for issuance 
within the next 15 months. 


is 


Philadelpbia Employment Up 

PHILADELPHIA C. Pierce 
Taylor, Philadelphia district man- 
ager of the Pennsylvania State 
Employment Service, reports total 
employment in this labor market 
area at 1,538,100, a 2.4% gain dur- 
ing the previous 60 days and the 
highest since late 1948. The 
ward trend is continuing and will 


up- 


Baldwin Locomotive Co. 

EDDYSTONE — At a special 
stockholders’ meeting held last 
week, amendments to Baldwin 
Locomotive Co.’s articles of in- 
corporation were approved which 
would increase the authorized 
common stock from three to five 
million shares and provide for a 
change in name to Baldwin-Lima- 
Hamilton Corp., provided a pro- 
posed merger plan is effectuated. 


After a distribution of certain 
assets to its own stockholders, 
Baldwin seeks to consolidate with 
Lima-Hamilton Corp. by issuance 
of new Baldwin-Lima-Hamilton 
stock to present Lima-Hamilton 
stockholders on a share-for-share 
basis. It is anticipated that the 
proceedings will involve the set- 
ting up of a Baldwin securities 
company. 


James Lees & Sons 


James Lees & Sons, carpet 
manufacturers, report nine months’ 
net income of $3,857,654, equal to 
$4.62 per common share, compared 
with $2,581,452, or $3.05 per share, 
in the similar 1949 period. Both 
sales and earnings are at new rec- 
ord levels. 

x 


Penna. RR.’s New Silhouette 


Straight lines are regarded as 
the height of fashion by the Penn- 
sylvania Railroad. By the end of 
the month, the road’s $9,000,000 
tunnel and track improvement 
program on the main line between 
Pittsburgh and Columbus will be 
completed. The work involves the 
straightening of curves and the 
elimination of four restricting 
tunnels. The “new look” will en- 
able the road to move larger-type 
box cars and unusually large con- 
signments on flats and gondolas 
that heretofore have necessarily 
been routed over lengthy detours. 

Pennsylvania Railroad has or- 
dered 96,000 tons of new steel rail, 
to cost $6,600,000, deliveries to be- 
gin in January. 


Plans for New Steel Plant 

Construction of Carnegie-Illinois 
Steel Co.’s new seaboard steel mill 
at Morrisville, Pa., is expected to 
start after the first of the year. 
Announcement of the acquisition 
of about 3,800 acres of land to pro- 
vide the site was made last De- 
cember. This development and the 
manner in which it is tied in with 
long-term plans of U. S. Steel 
Corp. are a matter of interest to 
those who like to see ‘“‘big wheels” 
in motion. 

After the close of the war, U. S. 
Steel began aggressively to look 
about for new and additional 
sources of iron ore. The giant 
Mesabi Range in Minnesota, dis- 
covered in 1890 and which has 
been supplying about 60% of the 
country’s requirements, is running 
low. Low-grade ore is still plenti- 
ful but the increasing costs of ex- 
traction makes higher steel prices 
inevitable. After a search that 
lasted two years, U.S. Steel found 
its treasure. It has staked out and 
validated its claim to a vast moun- 
tain of exceptionally high-grade 
ore in Venezuela. It may cost the 
steel company something like 
$200,000,000 and take four years 
before mining facilities are com- 
pleted and the ore starts moving 
to the U. S. by boat at the rate of 
at least 10,000,050 tons a year. But 
by that time the new Pennsylva- 
nia seaboard mill will be com- 
pleted and ready to receive it. 


P. T. C. Reports Loss 
The Philadelphia Transportation 
Co. announced that it lost $393,524 
during the first nine months of 
1950, wiping out a profit of $236,- 


(1693) 13 
980 recorded for the. first six 
months.- The better first half 
showing, according to company 


officials, was due largely to the 
mild winter weather which saved 
the company most of the $400,000 
to $500,000 it usually spends an- 
nually for snow removal. 


The company’s schedule of high- 
er fares, filed earlier in the year, 
has not been acted upon by the 
Pennsylvania Public Utility Com- 
mission. It is considered doubtful 
that relief, if granted, can swing 
the current year into black fig- 
ures. The Transport Workers 
Union Local 234 (ClO) has al- 
ready served notice that it expects 
further wage increases in the new 
contract to be signed next Feb- 
ruary. 


Up Zippers! 

MEADVILLE—tTalon, Inc., re- 
ports that demand for zippers in- 
creased substantially during the 
third quarter of 1950 because of 
economic conditions arising from 
the Korean outbreak. As a result 
shipments were at a high level, 
and for the first nine months of 
the year were ahead af the com- 
parable 1949 period. There is cur- 
rently a substantial backlog of 
orders and all plants of the com- 
pany are in full operation. 


Despite increases in expenses 
and taxes, net income for nine 
months is reported at $2,048,302, 
equivalent to $1.75 per commen 
share, compared with $1,912,795, 
or $1.64 per share in 1949. Mod- 
erate price increases on certain 
fasteners were put into effect in 
the third quarter. 


ue 


Pennsalt Makes Money But. No 
Salt 


For the nine months ended Sept. 
30, Pennsylvania Salt Manufactur- 
ing Co. reported net sales of 
$29,617,541 and net profit of 


$3,136,601, equal to $3.53 per share 
of common, compared with $25,- 
Continued on page 16 
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Joins E. F. Hutton 


(Special to Tae Financtat CHRONICLE! 


LOS ANGELES, Calif—Harry 
E. Bartholmew is with E. F. Hut- 
ton & Company, 623 South Spring 


NATION 
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Increased Reserves Not 
Likely to Lessen 
Inflation Outlook 


Despite an increase in bank re- 
serve requirements, when, as and 
if they are imposed, the outlook 
is likely to remain inflationary in 
the opinion of E. W. Axe & Co., 
Inc. Moreover, the firm contends, 
the situation will not be changed 
as a consequence of actions of 
other government agencies, such 
as imposition of rigid price con- 
trols and reduction in production 
of unessential consumers’ goods. 
The basic elementary fact, accord- 
ing to a recent issue of the “Axe- 
Houghton Survey of the General 
Financial Situation,” is “that wars 
and preparation for war are in- 
flationary and there is not much 
that can be done about it.’’- Price 
and related controls, the survey 
observes, can only serve to dam 
up demand until some later-date 
as in the case of World War II. 





Story of Mutual Funds 
Available to Bankers 


The Axe-Houghton Fund, Inc., 
New York City, is making avail- 
able to bankers and investment 
bankers a copy of a book entitled 
“What Every Banker Should 
Know About Mutual Funds.” 
The author, Morris M. Townsend, 
Vice - President, Axe - Houghton 
Funds, has for many years occu- 
pied an important role in the 
fields of banking, investment 
banking, estate planning and life 
insurance. Prepared as a guide 
to bankers on the subject of mu- 
tual funds. the booklet describes 
in minute detail the functions and 
operations of investment compa- 
nies 


Distributors Group 
Inflation Booklet 
Extremely Fopular 


We won't attempt to prove it, 
of course, but it’s a pretty safe bet 
that no other word appears in 
print more often these days and 
is the least understood in its basic 
implications than the term “infla- 
tion.” This fact readily explains 
why Distributors Group’s inter- 
esting study on the subject has 
been in such demand, so much so 
that several printings have been 
necessal \ Bearing the caption 
“Inflation,” the brochure discusses 
the topic under these interesting 
subtitles: “What It Is—How It 
Affects You—What You Can Do 
About It.” 


Net Asset Value of 
Stein Roe & Farnham 
Fund Above $2 Million 

The Stein Roe & Farnham 
Fund Inc. has passed the $2,000.- 
000 mark in net asset value in 
just over a year of public sale, 
Harry H. Hagey, Jr., President, 
announced Oct. 30. 

“The ravid growth of our fund, 
along with the increased pubiic 
acceptance of investment trusts in 
general.” Mr. Hagey said, “indi- 
cates growing public realization 
that only through such funds can 
the investor of moderate means 
share with large investors the 
benefits of diversified ownership 
of securities and professional 
suvervision. 

“The investing public, ihe capi- 
talists along Main Street and the 
rural free delivery routes. 
buying investment trusis as a 
hedge against inflation and the 
current dilemma of the declining 
dollar,” Mr. Hagey explained. 

Net asset value of The Stein 
Roe & Farnham Fund, an open- 
end invesiment company, was 
$2.029,808, equivalent to $60.29 a 
share or the 32,995 shares out- 
Standing as of Oct. 25. The fund 


are 


| Mutual Funds 


By ROBERT R. RICH 














was first offered for public saie 
Oct. 7, 1949, at which time the 
price was $51.37 a share. 

Coincidental with the an- 
neuncement of the $2 million miic- 
stone, Mr. Hagey released the 
Fund’s report tor the nine months 
endei Sept. 30, 1950. In a letier 
to shareholders, Mr. Hagey coin- 
mented: 

“The general expectation, which 
we share, is that although busi- 
ness activity might recede mod- 
erately over the near term, any 
such dip would be of short dura- 
tion and would be followed by an 
extended period of high volume. 
This view rests on the basic as- 
sumption that defense experndi- 
tures will be increased to, and 
thereafter maintained at, a level 
which would assure near-capacity 
operations.” 

“Under 
Mr. Hagey 


these circumstances,” 
continued, “it seeins 
to us that over the longer term 
the risk of further inflation 
sufficiently great to require sub- 
stantial common stock ownership 
as a protection against it.” 

The Fund was organized by 
Stein Rue & Farnham, investmeiit 
co'nselors of Chicago. The firn: 
acts as manager and investment 
adviser under a contract with the 
Fund. 


Keystone Spells Out 
Tax Saving Opportunities 

Opportunities to save on estate 
and income taxes under the new 
tax law, in effect since Oct. 1, 
are reported in a timely study 
prepared for investors and just 
made public by the Keystone 
Company of Boston. 

The savings discussed, 
not new features, are still avail- 
able under the new law and ar: 
of the kind frequently overlooked 
each year at tax time. 

The investment company 
lication, “A Check List 
Savings,” has been made 
able to anyone interested in the 
subject. It lists eleven specitic 
instances in which 1950 taxes may 
still be reduced through gifts or 
by taking maximum advantage ot 
capital losses on securities, Thx 
principle involved in each i) 
stance is simply but fully ex- 
plained and each is illustrated so 
that the manner in which the 
principle applied may be 
readily understood. 


pub- 
of Tax 
avali- 


1S 


Included in the tax saving op- 
portunities described in one cate 
gory are the $30,000 and $60,000 
basic gift exemptions, the $3,000 
annual exclusion and others in- 
volving gifts. In the other are the 
tax advantages offered by proper 
application of long-term and 
short-term security losses to offset 
gains and income. 

The brochure stresses the im- 
portance of saving all of the taxes 
to which the investor is rightfully 
entitled. It points out that such 
saved dollars, as they are not tax- 
able, are worth more than the 
same number of income dollars. 


Making a Cushion 
Out of Dollar Bills 


The above caption takes poetic 
license with the heading con- 
tained on a booklet prepared by 
the National Securities and Re- 
search Corporation entitled, “Try- 
ing to Make a Cushion Out of 
Dollar Bills.” Therein the author 
points up the importance of mu- 
tual funds as a vehicle for the 
“fair weather” savings of the av- 
erage investor. Money in this cat- 
egory is described as the amount 
left over after provision has been 
made for the “umbrella and the 
raincoat.” 

National is also making avail- 
able to dealers two investment 
programs, one for $10,000 and one 


is: 


while 


for $100,000, utilizing the follow- 
ing listed four defense funds: 
Bond Series—A Defensive In- 
vestment. 
Balanced Series 
vestment. 
Institutional Series—A High 
Grade Investment. 
First Mutual Trust Fund—A 
Conservative Investment. 


A Prudent In- 


Dividend Shares Reports 
Record High Net Assets 


Total net assets of Dividend 
Shares, Inc., as of Sept. 30, 1950, 
were the highest for any reported 
period in the history of the com- 
pany. Total net assets of the cor- 
poration, an open-end investment 
fund managed by the firm of Cal- 
vin Bullock, amounted to $84,599,- 
792, equal to $1.75 a share on the 
outstanding capital stock, com- 
pared with $77,743,380, or $1.57 
per share on June 30, 1950, and 
$68.870,086, or $1.51 a share, on 
Sept. 30, 1949. 

Investments in common stocks 
on Sept. 30, 1950, constituted 
86.72% of total net assets: invest- 
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ments in high grade bonds, 901%: 
and cash, etc., 4.27%. Investments 
costing $65,086,967 had a market 
value of $80,984,075 on Sept. 30. 


(group 
SECURITIES,INC. 


58* CONSECUTIVE 
DIVIDEND 


The following Fourth Quorter dividends 
from net investment income have been 
declared payable Nov. 30, 1950 to 
shareholders of record Nov. 17, 1950. 
Funds 

Institutional Bond 

*General Bond 

*Fully Administered...... 

Common Stock 

*Low Priced Stock 


Industry Classes 

Automobile 

Aviation 

Building 

Chemical 

Electrical Equipment 

Food 

Industrial Machinery 

Investing Company 

Merchandising 

Mining 

Petroleum 

“Railroad Bond 

Railroad Equipment 

Railroad Stock 

Steel 

Tobacco 

Utilities 

*In addition, extra distributions from net se- 
curity preiits will be paid as follows: The 
General Bond Fund $.01, The Fully Admin- 


istered Fund $.07, The Low Priced Stock Fund 
._o Railroad Bond Sheres $.01 a 
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The largest common stock hold- 
ings on Sept. 30 were in the public 
utility -group, shares of which 
comprised 14.72% of total net as- 
sets. Holdings of oil and gas com- 
mon stocks amounted to 14.16% of 
total net assets; retail trade stocks, 
6.23%: and automotive and acces- 
sory stocks, 6.20%. 

Five common stocks were added 
to: the. portiolio during.the three 
months ended Sept. 30: 15,000 
shares of Bethlehem Steel; 4,000 
Pittsburgh Consolidation Coal; 
11,;7006.Pure Oil; 3.200 Radio Corp.; 
and 6,200 West Penn Electric. 
Other purchases of common stocks 
included 10,000 Rock Island Rail- 
road; 4,700 Flintkote; 7,500 Iliinois 
Central Railroad: 5,000 Montana 
Power; 4,000 National Cash Regis- 
ter; and 8,200 Standard Oil of 
California. 

Holdings of four common stocks 


were eliminated from the port- 
folio during the quaiter: 20,000 
General Telephone: 10,000 Na- 


tional Lead; 2,200 Toledo Edison: 
and 4,600 United Engineering and 
Foundry. Other sales of common 
stocks included: 10,200 Cincinnati 
Gas and Electric; 5,100 Consumers 


Power: 10,000 International Nick- 
el; 7,096 Ohio Edison: and 8,00 


Phelps Dodge. 


Bullock Fund Distributions 
Up Over 1949 Payments 


Directors of Bullock Fund, Ltd., 
declared a year-end distribution 
of 47 cents a share from net in- 
vestment income and of 68 cents 
a share from net securities profits. 
Both are payable Nov. 24 to stock- 
holders of record Nov. 15. 

With the above the company 
will have paid this year, from net 
investment income. dividends ag- 
gregating $1.07 a share compared 
with 92.4 cents per share from the 
same source in 1949. The $1.07 is 
the highest amount per share paid 
from net investment income in 
any fiscal year in the history of 
the company. 

The distribution of 68 
share from net securities 
compares with a 
73/5 cents pei share paid from 
that source last year. In both 
years the distribution from net se- 
curities profits was paid in the 
final quarter only. 


cents a 
profits 
distribution of 


Purcell Is Cha‘rman 
Of Investors Services 


Robert W. Purcell, cirector wo! 
Investors Diveisified Services, 
Inc., since May. 1949, was electea 
Chairman of the company's Exec- 
utive Committee at a regutur 
meeting of the boord of directoi 
held Oci. 27 at ihe Home Oltfi« 
in. Minneapolis. Invesiors Dive: 
sified Services, Inc... is the top 
management company of the In- 
vestors Groupn whose Overations 
consist of the issuance oO! ta 
amount certificates and mutta! 


investment company shares 1n the 


United States and Canada. Totai 
assets managed by this company 
now aggregate approximately 
$750,000.000. 

Mr. Purcell is also Vice-Presi- 
dent and Vice-Chairman cf tLe 
board of directors of Alleghany 


Corp. ard of the Chesapeake anc 
Ohio Railway Co. 


Boston Inv. Club 
To Hear ‘Uhrbrock 


BOSTON. Mass.—The next reg- 
ular Dinner Meeting of ihe Bus- 
ton Investment.Club will be heid 
at. the Boston Yacht Club on 
Thursday, Nov: 9, at 5:15 p.m. 

The speaker will be E. Frederic 
Uhrbrock, Jr., head of the Sta- 
tistical Department of Vilas & 
Hickey, specializing in ra:lroad 
security analyses. His talk will be 
entitled “Outlook for 
Equities.” 

Mr. Uhrbrock is a mcmber 
the New York Society of Security 
Analysis 
the John 


Railroad 


Oi 


and also a director 0: 


H. Lewis Fund. 
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Economic Tendencies Affecting 
Trust Investment Policies 


By NEIL H. JACOBY* 


Dean, Scheel of Business Administration, 
University of Califernia, Les Angeles 


Dr. Jacoby I sts and analyzes 


dencies wich affect trust investment policy, such as: 


growth tendency of American 


ten- 
(1) 
(2) 


major long-run economic 


economy and industries; 


trend of goverrmental activiiies to override private economic 
activity; (3) tendency of monetary and fiscal policy toward 


. 4 4 79. 
maintenance of “easy money cond tions”; 


(4) continued 


course of rising price levels, and (5) proneness of individuals 
and institutions to avoid risk. Says tendencies favoring equity 
investments should be strengihened. 


Trust officers are coneerned 
with the management of funds for 
the benefit of living persons, so I 
propose to discuss some major 
tendencies in 
the American 
economy that 
appear to bear 
on personal 
Investment 
policy. It will 
be necessary to 
concentrate 
attention upon 
a few econo- 
mic trends of 





long aqdauration 
and overrid- 
ing impor- 
tance. We shall 
not consider 


Neil H. 


short-term in- Jacoby 
iluences bear- 

ing upon investment values,. al- 
though they may be oft s.racvegic 
signiticance for limited periods of 
time. I assume that trust officers 
can and should take a long-run 
view of investment values. They 
are not primarily seeking short- 
term capital gains for their bene- 


f_ciaries, so much as the conser- 
vation of capital funds and, if 
possible, their growtn through 
time. 

The major long-run economic 
tendencies which, as I see _ it, 
ifrect trust investment policy in- 


clude the foliowing: 

(1) The tendency of the Ameri- 
cen economy, and of most large 
business enterprises operating in 
that economy, to grow. 

(2) The tendency for 
mental activities to g 
tively to private 
t-vity, and fo 
priate a rising 
tional product. 

3) Tne 
and 
meintain “casy 
tions. 

4) 


levels 


govern- 
ow rela- 
economic ac- 
taxation to eppro- 
share of the na- 
tendency for monetary 
fiscal auttority pt to 
condi- 


to aiten 


money’ 


for 


time 


The tend:necy 
to rise 
5) ‘Tne 1 


price 
i tnrougn 


cy oO] 


individual 
and institutions avoid risk, to 
seck ‘security’ and to demand 
relatively high premiums foi 
carrying uncertainty. 

With respect to each of these 
five broad eccnomic tendencies let 
us inquire: first, into the evi- 
dence of its existence during pasi 
ycars; secondly, into the probabil- 
itics that this tendency will con- 
tinue in future years; and thirdly, 
into its major implications for 
trust investment policy. 


nae] 
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Growth of the American Economy 


By far the most significant and 
striking fact about Americas eco- 
nomic history is the fact of rapid 
growth. It would not be necessary 
to mention this were it not true 
that the lapse in the fast pace of 
economic development experi- 
enced during the depression years 
of the 1930’s continues to play 
a large part in our thinking. In 
the long view, the American econ- 
omy has displayed a dynamism 
and progressiveness that. is truly 
remarkable when judged by the 
performance of other industrial- 
ized nations. During the 40. years 

*An address by Dr. Jacoby at the 
Western Regional Trust Conference of the 


American Bankers Assoc‘ation, Los. An- 
gcles, Calif., Oct. 19, 1950. 


between 1900 and 1940 the labor 
force grew from 29 to 55 million, 
an inercase of 90%. But industrial 
output quadrupled during this 
period, because the average in- 
austrial worker turned out twice 
as much physical product in 1940 
as in 1900. The major reason for 
the increase in his productivity 
was the rising real investment in 
industry and the growth of the 
use of machinery, equipment, and 
fixed cavital in production. In- 
ve.tment in manufacturing indus- 
try appeared to be about three 
times as large per worker in 1940 
as it was in 1900. During this same 
40 years, real wages of workers 
in American manufacturing in- 
dustry nearly doubled, indicating 
that technological gains were 
passed on mainly to the worker. 
Even more startling is the fact 
that this great increase in output 
was accompanied by a fall of one- 
third in the average hours worked 
‘per week in manufacturing in- 
dustry. The average was about 69 
hours in 1900 and about 40 hours 
in 1940. 

During the 10 years that have 
elapsed since 1940, the increase in 
the physical output of our econ- 
omy, and still more in its dollar 
value, has been spectacular. The 
Federal Reserve Index of indus- 
trial production, based on the 
average of 1935-39, stood at. 125 
during 1940 and averaged 176 
during 1949——an increase of more 
than 40% during the mcsi recent 
decade, or an annual average in- 
crease of 4%. The best available 
cvidence shows that this increas- 
ing production has heen very 
widely distributed threughout 
the eccnomy. The real income of 
the average family more than 
one-third higher than it 
was 10 years ego. 

An economy made up mainly of 
rrivate enterprises is clevr:y one 
in which evidences of growth 
will be found in the individual 
firms composing that economy. 
The growth in the physical size, as 
well as in the dollar value of as- 
sets, possessed by vast numbers 
cf established American business 
enterprises has been enormous 
during the present century. This 
growth has continued at an ac- 
celerated pace during the last 
decade of war and postwar read- 
justment. Because investors make 
their commitments in the securi- 
ties of individual firms, they 
should pay some attention to the 
change in the net worth of Ameri- 
can businesses. The net worth of 
American manufacturing corpora- 
ticns (the book value of common 
and preferred stock equities) 
stood at $42,500 million at the be- 
ginning of 1940. By the beginning 
of 1950 this figure had risen to 
$89,600 million, reflecting an in- 
crease of $47,100 million or 111% 
in the number of dollars of ‘in- 
vestment standing behind the 
equity shares of American manu- 
facturing enterprises. 

What are the prospects for the 
continuance of growth of the 
economy and of individual busi- 
ness firms? The prospects appear 
to me to be reasonably good, pro- 
vided that government policies, 
particularly tax policies, leave 
adequate incentives and oppor- 
tunities for business investment, 


'S 


today 


portant to 


and that sufficient savings will be 
available to finance sucn invest- 
ments. The Council of Economic 
Advisers to the President has 
placed the “target” for growth in 
physical output at between 2% 
and 3% per annum in the future. 
Studies of the Committee for Eco- 
nomic Development i.dicate that 
this target is well within the ca- 
pacity of the economy, assuming 
favorable conditions to risk-tak- 
ing, and avoidance of a world- 
wide war. It is likely that Ameri- 
can consumers will continue to 
display a high propensity to con- 
fume, partly because of strong 
demands for goods both old and 


new, partly because of a more 
equalitarian distribution of in- 


come, and partly because of their 
large holdings of liquid assets. 
Elsewhere, I have estimated that, 
on these favorable assumptions, 
non-financial business  corpora- 
tions might be expectec to have 
an annual average increese of be- 
tween $11 billion and $16 billion 
in their total assets.‘ 

What are the implications of 
further growth for personal in- 
vestment policy? One point needs 
consideration at this time. This is 
the question whether large busi- 
ness enterprises will be permitted 
to grow larger, and whether or 
not the disintegration of many 
corporate giants now sought in a 
number of antitrust suits will ac- 
tually take place. Without at- 
tempting to deal with the exceed- 
ingly comp!:x problems posed by 
current legal attacks on big enter- 
prises, I shall venture the opinion 
that further investigation and re- 
flection will reveal that the al- 
leged evils of “bigness’’ have been 
grossly exaggerated and that the 
great majority of large corpora- 
tions will be adjudged innocent 
of the antisocial actions and con- 
sequences attributed to them. I 
should discount very heavily the 
possibility that the growth of 
large and successful enterprises 
will, in fact, be impeded signifi- 
cantly by antitrust action, or that 
investors in their securities will 
suffer from such actions, 

It seems clear that if established 
business enterprises grow larger 
‘vithin the framework of an ex- 
nanding economy, that the values 
of their seeurities, including both 
debt obligations and ownership 
shares, will generally continue to 
be well sustained. However, the 
real problems of investment lie 
in the differentiation of industries 
and of individual firms, according 
tc’ the long-term econo:nic forces 
that bear upon their s and 
their individual capacities to meet 
the challenge of vigorous competi- 
tion. Let there be no mistake. 
Competition is intense and vital 
in modifying the conduct of even 
the largest business corporations. 
Competition offers a daily chal- 
lenge to the capacitis of their 
managements. No enterprise 
however large—holds any inher- 
ent right to economic immortality, 
whatever may be the duration of 
iis charter. 


CCCSS 


The Relative Growth of 


Government 
Expansion of the role of gov- 
ernment inthe economy is one 


long-term tendency that is quite 
obvious to every adult American. 
Government has become an in- 
creasingly important agency for 
appropriating income through 
taxation and for spending on na- 
tional. defense, public works, and 
other governmental services. One 
simple measure of the rise in the 
role of government may be cited: 
In 1900 only 5% of the national 
income was represented by tax 
payments of various kinds—Fed- 
eral, state, and local. Today, the 
figure is close to 30%. Great as 
has been the growth of the Amer- 
ican cconomy during the present 
century, government has 
about six times as fast. It 
however, 


grown 
is im- 


notice, that 


1 See The Journal of Finance, 
1949, page 55. 
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the relative growth of government 
has not been even and steady 
through time. lts growth has 
spurted during periods of war and 
deep recession. Taken by itself, 
this phenomenon would suggest 
that if the United States is suc- 
cessful in avoiding war and deep 
recession in the future, govern- 
ment may not grow at so fast a 
pace as it has in the past. Another 
notable fact is that, at least to 
the present time, the relatively 
rapid growth of government has 
not been inconsistent with a very 
satisfactory rate of growth in the 
private sector of the economy. 

In future years will govern- 
ment continue to encroach upon 
spheres of activity formerly left 
to private enterprise? Many cb- 
servers, contemplating the: rapid 
relative expansion of American 
government and world-wide tend- 
dencies toward the socialization of 
economic activity, arrive at a con- 
clusion that America is under- 
going a kind of “creeping social- 
ism” and is evolving into a 
“planned economy.”.I do _ not 
share these views. Assuming again 
that our nation is able to avoid 
all-out war or deep depression, ¥ 
am inclined to the view that the 
1ole of government as a producer 
of services will not rise rapidly. 
During the past two decades the 
United States, in common. with 
most of the industrially-advances 
nations, has been passing through 
a period of rising collectivistic ac- 
tivity. There is some evidence that 
this tendency has about reached 
its apex, and that we may expect 
some retraction in the future. It is 
significant that, in Italy and Tur- 
key, industries formerly operated 
by the State are being retuined 
to private management, and that 
in some of the less advanced na- 
tions in Latin America and else 
where, private initiative is being 
increasingly relied upon to finance 
and operate programs of economic 
development. Experience hag 
shown that over a wide sphere of 
economic activity, private enter~ 
prise can operate with much 
greater flexibility, efficiency, and 
responsiveness to the needs of the 
people than a_— governmental 
agency ever can. The “invisible 
hand” referred to by Adam Smith 
two centuries ago is slowly being 
rediscovered as a source of publie 
welfare. 

Increasingly, the American pub- 
lic will come to see that the 
proper role of government i 
neither one of laissez faire nor 
one of industrial manager, but ons 
of providing an environment is 
which individual businessme 
mey plan, invest, and manaze eco- 
nomic resources under condition 
of. reasonable stability ard higi 
incentives. The decent. alized! 
planning and _  decision-makin: 


that is characteristic of a co mpeti- 
tive private enterprise ec«nomy 
will produce much better deci- 
sions than could any gove: iment 


central planning bureau. Throug? 
wise taxing, expenditure, a debi 
management policy, government 
can contribute to the main‘ nance 
of high employment and eccomic 


progress. Government mus’ plaa 
the enviornment, leaving ns oF 
thousands of individual t: siness 


managers to plan the oper tions 


conducted within that en: iron- 
ment. 

What are the implicat: ns of 
these views regarding th- con- 


tinuance of the trends in the role 
of government for inves‘ment? 
One rather clear implic?* on is 
that investors in the secur'ies of 
American business enterpr'<'s are 
unlikely, in contrast to British in- 
vestors, to be obliged to exchange 
their corporate stocks a: vonds 
for government bonds as a conse- 
quence of the nationaliz:1 on of 
industries. Another implic: ion 
that, as the United Sta*+s de- 
velops its role as a world in: estor. 
American investors wil) have to 
be increasingly aware ei and in- 
formed about economic con tition: 

Continued on page 34 
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Profit Sharing for Pensions 


By ROGER W. BABSON 


Advising study of profit sharing as substitute for pensions, 

particularly for small businesses, Mr. Babson holds profit shar- 

ing is real manifestation of the Golden Rule in business, but 
warns real test of it is during periods of decline in profits. 


If an employee, are you look- 
ing for an adequate reward for 
your individual initiative? If an 
employer, do want to in- 
crease em- 
ployee co- 
operation and 
at the same 
time have an 
effective 
weapon 
against un- 
wise welfare- 
isms? in 
either case, 
study profit 
sharing. 

We read 
lots in our pa- 
pers about 
what is wrong 
with manage- 
ment. Seldom, 
however, do we read about what 
is right with management, pri- 
marily because management re- 
mains so unvocal, Management 
has a great story if it would only 
tell it! 

There ave today hundreds ot 
companies across the country with 
profit-sharing plans for wages. 
Their records indicate that com- 
panies with the profit-sharing 
philosophy generally do not have 
strikes. father, they are noted 
for their good morale, hivh pro- 
duction record and greater prof- 
its. Too often, however, they are 
protected by patents or “good- 
will” which give them a special 
advantage. 


you 


Roger W. Babson 


Small Business and Profit 
Sharing 

With continually increasing 
wages the small business is espe- 
cially vulnerable in hard times 
with the average pension plan. In 
general, pension plans are not 
flexible enough for small busi- 
ness because management must 
continue to pay whether times are 
good or bad. Further, there is, 
unhappily, little evidence that 
employees with guaranteed pen- 
sions are any more productive 
than employees without pensions. 

Uninterrupted production is 
especially important to the small 
business owner, and such an 
owner can well consider profit 
sharing for wages. This gives the 
employee one of the best incen- 
tives to produce, because the em- 
ployee can readily see that greater 
production in the plant means 
more cash in his pay envelope as 
well as a good financial anchor 
in old age. Greater production 
necessitates greater teamwork not 
only with fellow workers: it 
brings about closer cooperation 
with management. 


Profit Sharing vs. Pensions 

I, however, wish to especially 
recommend profit sharing for 
pension plans. Profit sharing of- 
fers small business one of the 
soundest ways possible to finance 
pensions. It takes much of the 
burden of the employer-paid- 
pension from the shoulders of the 
small businessman. He shares his 
profits only when the employee 
has helped create those profits 
through high production. Em- 
ployees like it too because the 
bigger the melon they create, the 
bigger the pension and the wage. 


The plan would be to put all 
this profit-sharing money into a 
pension reserve to which the em- 
ployer would add a certain pro- 
portion. But to make it a success 
each employees’ pension would 
probably need be different,. de- 
pending upon the individual’s own 
productivity. Such a plan 
however, be applied only 


can, 
to a 


small business and where lapnor 


unions do not control. 


Successful Companies 

Most profit-sharing plans are 
for wages only, are not dependent 
on the productivity of the work- 
ers, but depend mainly on the 
ability and generosity of the man- 
agement. Lincoln Electric of 
Cleveland is one of the most gen- 
erous profit-sharing companies. 
Last year Lincoln shared profits 
equaling 117% of the employees’ 
calaries, or an average of about 
$7,200 per worker, including 
wages. Among other successful 
“profit-sharing” companies are 
American Velvet Company, Jewell 
Tea Co., Proctor and Gamble, 
Avondale Mills, S. C. Johnson & 
Co.. Eastman Kodak, Sears Roe- 
buck, The Falk Corp. W. A. 
Sheaffer Pen Co., and the Grand 
Central Garage of Los Angeles. 

Profit sharing is a real manifes- 
tation of the Golden Rule at work 
in business. If you are the owner 
of a small business casting about 
ideas to increase your em- 
ployee efficiency, cut labor turn- 
over, reduce absenteeism, and 
build a greater sense of security 
for your workers, protit sharing 
nay be the answer. If interested, 
you can write the Council of 
Profit Sharing Industries, Akron, 
Ohio. They will try to tell you 
how it can be done. I, however, 
must rernind you that most of the 
above illustrations have used 
wage profit sharing only during 
periods of prosperity and increas- 
ing profits. The real test will 
come when earnings decline and 
when there will be no profits. 
Hence, I am now recommending 
profit sharing only for pensions. 


for 


Niagara Mohawk Power 
27/;9/, Bds. Offered hy 
Morgan Stanley Group 


Morgan Stanley & Co. headed 
18 investment banking firms 
which on Nov. 1 offered $40,000,- 
000 Niagara Mohawk Power Corp. 
2%,% general mortgage bonds due 
Oct. 1, 1980 at 101% and accrued 
interest to yield approximately 
2.81%. The bonds are dated Oct. 
1, 1950, and were awarded to the 
group at competitive sale on Oct. 
31, on a bid of 100.631. 

Proceeds from the sale of the 
bonds, together with other funds 
of the company, will be used to 
repay $20,000,000 of bank loans 
obtained during 1950 in connec- 
tion with the company’s construc- 
tion program; to finance in part 
the company’s 1950-51 construc- 
tion program and to redeem on 
or about Jan. 10, 1951, all of the 
$15,689,000 principal amount of 
Niagara Falls Power 34% first 
and refunding mortgage bonds 
due 1966. 

The bonds will be redeemable 
during the 12 months period end- 
ing Sept. 30, 1951 at 104% and at 
decreasing prices thereafter to 
100% on and after Oct. 1, 1979. 
The bonds are also redeemable 
for the debt retirement fund ini- 
tially at 101% and at decreasing 
prices thereafter to 100% on and 
after Oct. 1, 1979. 

Niagara Mohawk Power Corp. 
is engaged in the electric and gas 
utility business in New York 
State and also operates in Ontario, 
Canada, through two electric sub- 
sidiary companies. The company’s 
construction program is expected 
to require about $39,190,000 in 
1950 and about $52,328,000 in 1951. 
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Frear Bill Defended By SEC Official 


Anticipating early Congressional reconsideration of proposed 

legislation, Associate General Counsel Loss terms “red herring” 

opponents’ plea for small business. Dr. Edgar Scott and A. 

Wilfred May also address women at New York Town Hall 
meeting. 


“Stockholders will have even 


greater protection when the Frear 


Bill is reintroduced into Con- 
gress,’ Louis Loss, Associate Gen- 
eral Counsel 
of the Securi- 
ties and Ex- 
change Com- 
mission, Oct. 
31 sata in 
Town Hall, 
New York 
City, in ad- 
dressing the 
financial 
seminar spon- 
sored jointly 
by the Town 
Hall Inc. and 
the Federation 
of Women 
Shareholders 
in American 
3usiness, Inc. 

Explaining that the bill has 
been only temporarily shelved be- 
cause of the Korean situation, he 
told the several hundred men and 
women attending the course at 
Town Hall, that the bill would 
greatly extend the requirement of 
annual reports and recording of 
proxy solicitation by companies. 

He scorned as “a red herring” 
the argument put forth by the 
opponents of the proposed legis- 
lation to the effect that it would 
discriminate against small busi- 
ness. “It doesn’t make any sense 
for ‘A’ Company to be subjected 
to the SEC’s regulations, while 
‘B’ Company of the same size 
is exempted from such obliga- 
tions,” the official declared. He 
maintained that the bill is en- 
dorsed by practically all the in- 
vestment associations as well as 
the Exchanges. 

Mr. Loss, then went on to 
describe current protection which 
the Federal government gives to 
stockholders. He pointed out that 
in many cases, even now, the ini- 
tial information of truthfully and 
accurately describing a company’s 
offerings, must be followed by an- 
nual reports, the submission of 
any new literature describing the 
company’s offerings, and the re- 
porting to the Commission of all 
persons or organizations soliciting 
proxies for attendance at stock- 
holders’ meetings. 

Dr. Edgar Scott, Governor of 
the Philadelphia-Baltimore Stock 
Exchange and author with Emily 
Kimbrough of the new financial 
book for women, “How To Lay 


Louis Loss 


A Nest Egg,” at the same meeting 
described financial market places 
and how they work, supplement- 
ing his talk with a showing of 
the March of Time Stock Ex- 
change film, “Money At Work.” 

A Wilfred May, Executive Edi- 
tor of the “Commercial and Fi- 
nancial Chronicle” and formerly 
Special Economic Expert for the 
SEC, who also spoke at the 
seminar, said that one of the chief 
troubles with Wall Street is that 
investors fail to inform them- 
selves sufficiently on sound in- 
vestment principles, and _ thus 
tempt their brokers and advisers 
toward giving unsound speculative 
advice, against their better judg- 
ment.* 


*“Mr. May’s complete address appears 


on page 5 of this issue. 


The Nov. 7 session of this 
popular course in economics will 
be developed around shopping 
for securities and safeguarding 
them. The speakers will be Win- 
throp N. Smith, Governor of the 
New York Stock Exchange; 
Lucien O. Hooper, Chief Analyst 
of the W. E. Hutton & Company 
and columnist for “Forbes Maga- 
zine’; and Raymond Trigger, 
editor of “Investment Dealers 
Digest” and “The Investor.” 


Halsey, Stuart Group 
Offer Equip. Tr. Offs. 


Halsey, Stuart & Co. Inc. and 
associates are offering $2,025,000 
Peoria & Eastern Ry. 273% equip- 
ment trust certificates maturing 
annually Nov. 15, 1951 to 1965, 
inclusive, at prices to yield from 
1.96% to 3%. Issued under the 
Philadelphia Plan, the certificates 
are being offered subject to ap- 
proval of the Interstate Commerce 
Commission. 

The certificates are secured by 
seven Diesel switching locomo- 
tives and 14 Diesel road switching 
locomotives, estimated to_ cost 
$2,705,455. 

Other members of the under- 
writing group are R. W. Press- 
prich & Co.; Otis & Co.; Freeman 
& Co.; and McMaster Hutchinson 
& Co. 


Makes More Sense 


In proposing a retail sales tax as an alternative 


to an excess profits tax 


for the duration of the 


emergency, the taxation committee of the Chamber 
of Commerce of the State of New York said: 


“Such a graduated tax, 


with low rates on neces- 


sities and higher rates on designated less essential 
articles, would be a productive tax, easily admin- 


istered. 


It would be the most immediately anti- 


inflationary tax that could be imposed. 

“However, should Congress choose not to enact 
such a defense graduated retail sales tax, then there 
should be further and temporary increases in the 
corporate tax rate, up toward a top limit of 50%, 
and exemptions for personal income taxes should be 
lowered from $600 to $500—as in the last war—in 
preference to any so-called excess profits tax. Such 
personal and corporate tax increases would be less 
harmful than an excess profits tax from the view- 
points of equity, effects on the economy and infla- 


tion.” 


This seems to us to make much more sense than 
most of the politicians’ cry for an excess profits tax. 
Is there no way of getting a hearing for common 


sense in Washington? 


. Thursday, November 2, 1950 
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Pennsylvania Brevities 


087,796, $2,108,258 and $2.61 per 
share for the like 1949 period. 

The company is one of the 
country’s leading chemical prod- 
ucts manufacturers, serving over 
10,000 customers representing 
every major industry and located 
in every state as well as most of 
the free nations througnout the 
world. 

The cempany was incerporated 
in Pennsylvania 100 years ago pri- 
marily to engage in the manufac- 
ture of caustic soda as a substitute 
for potash in home soap making. 
The name was chosen because 
there then existed no law in Penn- 
sylvania under which a company 
could be chartered for the manu- 
facture of chemicals. However, 
the law did permit manufacture 
of salt and products derived there- 
from—and soda is, by one process, 
a direct product from salt. 


P. E. Ahead of Schedule 


PHILADELPHIA—In a letter ta 
stockholders, H. P. Liversedge, 
Chairman of the board of Phila- 
delphia Electric Co., states: 

“The company’s expansion 
improvement program s 
accelerated in order 
electric generating a1 nsmit- 
ting facilities will be completed 
by 1953, nearly two vears ahead 
of schedule. All of the « pany’s 
services—electric power. gas and 
steam heating—are incluced in the 
overall program and present plans 
call for additional electric gener- 
ating capacity of 950.000 kw, an 
increase of 75% since V-J Day.” 

Net earnings for the 12 months 
ended July 31, 1950, were $2.20 
per share compared with $1.65 for 
the corresponding period in 1949. 
Annual dividend rate has been in- 
creased to $1.50 per share. 


and 
been 
major 


Cream Rises 

Philadelphia Dairy Products, 
Inc., has declared an extra divi- 
dend of 50 cents per common share 
and has raised the regular quar- 
terly rate from 25 to 50 cents. 
Both dividends are payable Dec. 
15 to stock of record Nov. 27. 


Lehigh Coal & Navigation Co. 

Extending the company’s un- 
broken dividend record to 70 con- 
secutive years, the board of Le- 
high Coal & Navigation Co. has 
declared a dividend of 50 cents on 
the common payable Dec. 11 to 
holders of record Nov. 6. Dis- 
bursements this year will total 80 
cents per share, an increase of 30 
cents over 1949 payments. 


Lukens Steel Co. 

Lukens Steel Co. has declared 
the regular quarterly dividend of 
25 cents plus an extra of 15 cents, 
both payable Nov. 17 to stock of 
record Nov. 3. 


Shearson, Hammill 
Opens Dallas Office 


Opening of the ninth office in 
the coast-to-coast chain operated 
by Shearson, Hammill & Co., 
members of the New York Stock 
Exchange and other principal 
stock and commodity exchanges, 
is announced. The new office is 
located in Dallas, Texas. at 1800 
Main Street, and offers complete 
brokerage, research and invest- 


ment advisory services. It will be 
under the direction of S. E. Case, 
resident manager. The firm 
maintains two offices in New 
York and other offices in Chicago, 
New Orleans, Los Angeles, Bev- 
erly Hills and Pasadena. as well 
as in Montreal, Canada. and Basle, 
Switzerland. 
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By H. E. JOHNSON 


This Week—Bank Stocks 


Rumors of additional mergers among New York City Banks, 
continue to provide special interest in selected issues of this group. 


The performance of bank stocks since the outbreak of the 
Korean War has not been particularly impressive. Whereas most 
stocks have recovered the losses they sustained in the declining 
market immediately after June 25, bank stocks as a group are 
still selling below the level reached shortly before that time. 


Of course it should be realized that banks generally are not 
dynamic performers. Two of their principal market characteris- 
tics are that in periods of rapidly rising prices they tend to lag 
behind the list and when prices are declining they are relatively 
stable. Their main attraction is the secure yield. 


This does not mean that higher dividends can not be expected. 
Fluctuations in profits are less volatile than in manufacturing con- 
cerns with the result that changes in earnings are gradual. 





Dividends of banks follow a similar pattern and once an in- 
crease in the rate is made, it is considered fairly permanent, 


The prospect of higher dividend payments on corporate equi- 
ties has been one of the main driving forces in the market in the 
last few months. Stocks have responded to changes in dividend 
rates and many extras have been declared. This is another reason 
why investors have tended to be attracted to investments other 
than bank shares. 


In spite of these considerations, however, there are a number 
of bank stocks which have moved up rather spectacularly. Whereas, 
the list generally is about midway between the high and low range 


so far this year, several issues are at the highest level in a number 
of years. 
Current Indicated 1950 Price Range 
- Price Dividend Yield High Low 
Bank of Manhattan_- 27 $1.40 5.19% 29% 25 
Bank of NY & 5th Av. 320 14.00 4.38 355 308 
Bankers Trust ...... 45 2.00 4.44 49\, 44 
Central Hanover -_-- 97 4.00 4.12 10414 9414 
Chase National - 35 1.60 4.57 39% 34% 
Chemical Bank ----- 41 1.80 4.39 45 40 
Commercial National 6054 2.00 3.29 63 47% 
Corn Exchange ___-_- 72 3.00 4.17 13% 56% 
Binpire Trust ....... 119 3.00 252 128 101 
First National ____-- 1,230 80.00 6.50 1,350 1,185 
Guaranty Trust ----- 282 14.00 4.96 318 278 
Irving Trust --- 17% 0.90 5.03 19% 13% 
Manufacturers Trust- 53% 2.40 4.50 60% 32 
weorgan, d. Picissscus. Bee 10.00 4.22 274 237 
National City ---_--- 41%, 1.80 4.35 47% 40 
New York Trust-_- 9114 4.00 4.37 96 85 
Public National -_- 48 2.00 4.17 501% 38 
wv. & ZOWs..... .- 660 35.00 5.93 670 585 


The foregoing table shows the current price, indicated divi- 
dend, vield, and 1950 price range. From it can be determined 
those major banks in the New York area which have done par- 
ticularly well. 

In most cases the stocks which are selling near their highs 
are those where there have been rumors of mergers. These include 
Commercial National, Corn Exchange, Empire Trust, and Public 
National. There have also been some of the smaller banks men- 
tioned as candidates for merger, 


There is no doubt that the fundamental economic position of 
New York banks is such that a further withdrawal of bank capital 
is desirable. It is impossible to determine the timing of the indi- 
vidual mergers because of the various personalities and considera- 
tions other than those of an economic nature. That mergers are 
possible and likely, there can be little doubt. 


For this reason there could be some interesting developments 
for bank stockholders over the next year. As merger arrangements 
are a means of obtaining a consideration close to a true book value 
of the shares and as many bank stocks are selling below their 
conservative book value, the reappearance of merger rumors and 
their denial could cause some sharp changes in the prices of the 
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What Makes a Good 
Revenue Bond? 


By DAVID M. WOOD* 
Wood, King & Dawson, Municipal Bond Attorneys 


Stating ample revenues and application of revenues to pay- 
ment of principal and interest makes a good revenue bond, 
Mr. Wood points out what investor wants to know is how ample 
and permanent are the revenues and how they can be applied to 
payments of obligation. Lists as qualifications of good bend: 
(1) area served by utility; (2) the need for the utility; (3) the 
record of earnings, if an acquired utility; (4) physical condition 
of utility; and (5) cost and prospective net revenue, if a con- 
struction project. Stresses importance of bond indenture and 
enabling resolution in estimating investment qualifications. 


The topic assigned to me for 
discussion is “What Makes a 
Good Revenue Bond?” The an- 
swer to that question can be 
given in one 
sentence. Am- 
ple revenues 
andtheap- 
plication of 
those reve- 
nuestothe 
payment of 
the principal 
and interest of 
thebondis 
what makes a 
good revenue 
bond. What 
the investor 
really wants 
to know, how- 
ever, is how 
does he go 
about ascertaining the existence 
of ample revenues and how can 
he satisfy himself that these 
revenues will be applied to the 
payment of the obligation. Those 
questions are not so easily an- 
swered. They require a study of 
the economic factors applicable 
to the project to finance which 
the particular bond was issued 
and of the mechanics provided for 
the operation of that project and 
for the application of the revenues 
derived from it. 


What Is a Revenue Bond? 


But first let me say that when 
I speak of a revenue bond I 
mean a bond which is payable 
solely out of revenues derived 
from a publicly owned income- 
producing property. This defini- 
tion excludes bonds which are 
also supported by revenues de- 
rived from other sources. There- 
fore, housing bonds, which are 
supported by subsidies from the 
State or Federal governments, or 
which are guaranteed by a mu- 
nicipal corporation, are not within 
the scope of this discussion, and 
the same is true of any bond for 
the payment of which taxes of any 
sort must be levied in the event 
the revenues of the project are 
insufficient for the payment of 
the obligation. 

Because a true revenue bond is 
payable solely from the revenues 
of one or more income-producing 
properties, an investor in such a 
bond must satisfy himself not only 
as to the sufficiency of these 
revenues, but also that they will 
continue to exist during the life 
of the bond. This requires con- 
sideration of many things. First, 
he must satisfy himself that there 
is a genuine economic need for 
the project in the community. The 
project must not only satisfy some 
important desire of the public but 
the expense of its maintenance 
must not exceed the economic 
capacity of the people of the com- 
munity. A project may be a very 
desirable one, but too expensive 
an enterprise for the inhabitants 
of that area, however successful 
such a project may be in some 
other locality. So perhaps, one of 
the first things an investor should 





David M. Wood 





*An address by Mr. Wood delivered at 
33rd Annual Meeting of the National As- 
sociation of Securities Administrators, 
Detroit, Mich., Oct. 9, 1950. 





consider is the area to be served 
by the project. 


Area Served Is Important 


The areas served by revenue 
bond projects vary in size, topog- 
raphy, population and in many 
other ways. These varying factors 
must be studied in relation to the 
particular project. Is the popula- 
tion in the service area _ per- 
manent? Is it growing or declin- 
ing? Is it prosperous? All of these 
factors are very important in 
determining the stability of the 
revenues of the project and, to 
some extent, determine whether 
the project is a real necessity for 
that community. A project can be 
a necessity for a _ prosperous 
growing community but a luxury 
for one of a lower economic level. 
The reason for the existence of 
the community may furnish the 
answer to many of these questions. 
A city located on an important 
harbor or trade intersection is 
likely to have a more permanent 
population and a more stable 
economy than a resort town or a 
mining or oil town. Regardless of 
the nature of the project, people 
must use it if it is to produce 
revenue and those people must be 
able to afford to use it if it is to 
be successfully operated. So one 
of the most important factors in 
determining the adequacy of the 
revenues of the project is the size 
and permanence of the population 
of the service area and the pros- 
perity of that population. 

The topography of the service 
area can be exceedingly important 
in the case of some projects. Com- 
pare, for instance, a toll bridge 
located at the only practical site 
for a river or other water cross- 
ing, and one which, because of 
the topography, can be by-passed 
by the traveling public. If the 
bridge is subject to competition, 
present or future, then it is neces- 
sary to estimate the effect of that 
competition. It is not the fact of 
competition which is important 
but the effect of the competition. 
For instance, the Henry Hudson 
Bridge, operated over the Harlem 
River by the Triborough Bridge 
Authority, is a very profitable 
bridge notwithstanding the fact 
that it competes with seven free 
bridges all located within a few 
city blocks from it. Topography 
can have an important bearing 
upon the cost of the project and 
the cost of maintaining it, both of 
which, of course, have an effect 
upon its net revenues. The only 
source of supply of water may be 
so distant as to make the enter- 
prise so expensive that it would 
be unprofitable. The fact that the 
LaGuardia Airport in New York 
City was built upon an unstable 
foundation greatly increases the 
cost of its maintenance, which in 
turi) decreases its net revenues. 
Many other illustrations could be 
given if time permitted but those 
cited are sufficient to show the 
importance of topography. 

Even climate must be considered 
in some cases. A parking garage 
in a southern State might require 
no heating, which would be an 
item of considerable expense in 
the north. A toll road or airport 
in Florida would not be burdened 
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with the cost of snow removal nor 
subjected to shut downs due to 
snow. In the north, snow and the 
losses and expenses due to it are 
no trifles. 


Need For The Utility 


Having taken into consideration 
all of these environmental tactors 
and satisfied himself regarding 
them, the next thing for an in- 
vestor to consider is whether the 
need for the improvement which 
he has found to exist will be a 
permanent need or, at least, one 
which will continue.during the 
life of the bonds. If the project 
supplies a necessity such as water, 
gas, electric light and power, etc., 
there can be httie doubt that the 
need for it will be perianent, but 
the need for some projects may 
be of short auraiion. The investor 
must examine into the causes 
which brought about the demand 
for projects of this character and 
ascertain whether they represent 
permanent conditions or tempo- 
rary phenomena. 

An analysis of a revenue bond 
project made along these lines 
might be called a qualitative anal- 
ysis. It is very important but not 
conclusive. No two revenue bond 
projects are alike. Each must be 
examined in the light of all the 
factors applicable to that project, 
and the investor must attempt to 
resolve all of his appraisals and 
conclusions into precise estimates 
of income and expense. How does 
he determine what the gross rev- 
enue of a particular project will 
be, and how does he ascertain 
what will be its net revenue? That 
will depend to a large extent upon 
whether the project is an acqui- 
sition project or a construction 
project. An acquisition project is 
a proposal to issue revenue bonds 
to purchase or otherwise acquire 
an existing, privately owned rev- 
enue-producing property. A con- 
struction project is a proposal to 
issue such bonds to finance the 
construction of a new revenue- 
producing property. 

In the case of an acquisition 
project there will be an historical 
record of earnings under private 
management which will afford a 
great amount of information upon 
which to forecast future operation 
of the property as a_ publicly 
owned utility. The profit and loss 
statements of past years can be 
analyzed and adjusted to reflect 
public operation. The investment 
bankers who purchase bonds of 
this type for resale to their cus- 
tomers employ engineers and ac- 
countants to make this analysis. 
They usually prepare detailed 
statements of the results of their 
examination of past operations of 
the property and forecasts of the 
results of future operation of the 
property as a publicly owned util- 
ity. The reports of these techni- 
cians are made available to the 
investing public and, if they are 
properly prepared, give all the 
information an investor can rea- 
sonably require to satisfy himself 
as to the adequacy of the revenues 
of the project and as to its physi- 
cal condition, But the investor 
should bear in mind that the value 
of these reports depends upon the 
ability of the men who made them, 
so he should give careful consid- 
eration to the professional repu- 
tation of these experts. The work 
these men do is not routine. In 
making their reports they fre- 
quently eliminate items of cost of 
operation which, in their opinion, 
will not accrue under public own- 
ership and, conversely, often rec- 
ommend expenditures which were 
not made by the private operators. 
Regardless of the results of the 
past, their forecasts of the future 
are merely opinions, the value of 
which depends upon their skill 


and experience in that type of 
business. The investor risks his 
capital upon the opinions of these 
accountants and engineers so it 
behooves him to know who they 

Continued on page 32 
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Corporation Financial 
Statements Explained 


By CHARLES C. CLARKE* 
Statistician, Davis, Skaggs & Co. 
Member, San Francisco Stock Exchange 


Upholding accuracy of independently audited financial state- 

ments, Mr. Clarke explains largely in non-technical language, 

the items in a corporalion’s balance sheet and income state- 

ments, Mr. Clarke explains, largely in non-technical language, 

and ways of testing book value and earning power with view 
to determining intrinsic values of corporation stocks. 


A good many years ago, a bal- 
ance sheet and an income state- 
ment could be pretty well manip- 
wlated around until it told a 
siory that sounded just fine. but 
often there wasn’t a word of truth 
in it. Some, but not all of them 
were of this variety, and one of 
the results of this fancy business 
was to give an over-inflated value 
to a common stock, followed by 
the inevitable distress when the 
bubble blew up. Then there was 
the period when many companies 
issued an Annual Statement to 
their stockholders containing a 
very minimum of _ information, 
and they seemed to have the atti- 
tude of “all right, here it is, and 
we defy you to find out anything 
from it.” Fortunately, those days 
@re over, and most corporations 
have long since realized that it is 
#@00d business and good advertis- 
ing to make their Annual Report 
complete, interesting and more at- 
tractive to the reader. 

Nowadays, you can trust as ac- 
curate almost any balance sheet or 
income statement that you see. 
That is true because any self-re- 
épecting company in existence to- 
day has its figures audited by an 
independent auditor. By inde- 
pendent, I mean an auditing firm 
that has no connection whatever 
with the firm whose figures are 
wnder examination. They are 
hired for a fee to do the job. There 
gre many auditing firms of nation- 
wide reputation, but whether the 
guditors are widely known or not, 
they all know that their career 
would be ended on the spot if 
they ever falsely certified a bal- 
ance sheet to be correct, when 
they knew it was not. If you are 
either a preferred or common 
stockholder in a company, you re- 
ceive each year a copy of the An- 
nual Report of your company. 
That report always. contains. 
among other things, a statement 
of the financial condition of your 
company, as well as a review of 
the company’s earnings for the 
preceding 12 months. Those fig- 
ures have been audited by an in- 
dependent auditor, and you will 
also see in that report a copy of 
@ letter from those auditors cer- 
tifying to the accuracy of the 
figures. 

In addition, there is the pro- 
tection of the regulations of the 
Securities and Exchange Commis- 
s10n, as well as those of the vari- 
ous Stock Exchanges, if the com- 
pany concerned has its stocks 
listed on an exchange. 


Financial Statements Explained 


Now, I will explain the purpose 
of the balance sheet and the in- 
come statement and will also try 
to show you their importance in 
firat, determining the financial 
condition of a company, and sec- 
ondly, how they can be used as a 
yardstick in determining an ap- 
proximate price at which the stock 
of a company might sell. 


Now, we have made up — and 
they really have been made up 
too, because they are entirely fic- 
‘titious— two balance sheets and 
two income statements. One—the 
Forward Chemical Company, is 
in good shape and shows good 
earnings. The other, the Back- 
‘ward Chemical Company, is on the 


*A lecture by Mr. Clarke, one of a ser- 
kes sponsored by the San Francisco Stock 
‘Exchange and the Public School System 
of San F--ncisco, San Francisco, Cal., 
Gct. 18, 1950. 


verge of bankruptcy. I am going 
to talk mostly about the Forward 
Chemical Company (the good 
one) and some other time, you 
yourselves can compare it with 
the Backward Chemical Company 
and see for yourself why one is 
good and the other is not. 

Will you look now, please, at 
the balance sheet of the Forward 
Chemical Company. This is a con- 
siderably simplified balance sheet, 
but it does contain the essential 
data. Now a balance sheet shows 
the financial condition, or the 
soundness, of a company as of a 
certain date—usually the last day 
of the calendar year. It has no- 
thing to do with profit and loss, 
and does not show income. That 
comes later, on the income state- 
ment. Fundamentally, a balance 
sheet shows two things, first the 
ASSETS of a company — that is, 
what it owns and what is owed 
to it—and secondly, it shows the 
LIABILITIES—what the company 
owes to others, plus the total par 
value of its stock and the surplus. 
I'll explain that word “surplus” 
in a few minutes, but right here I 
should like to explain that par 
value is simply the stated value 
of the stock as carried on the bal- 
ance sheet of a company, and it 
has nothing whatever to do with 
the market price of a stock. 

A balance sheet doesn’t 
much until we break it down to 
see what sort of a story it tells. 
So now we will pick out the more 
significant items of the Forward 
Chemical Company balance sheet, 
starting with the assets. 

The CASH item is obvious. It 
would also include any govern- 
ment bonds that the company 
might own, since they can always 
be turned into cash on a day’s 
notice. The ACCOUNTS RECEIV- 
ABLE simply represent bills out- 
standing not yet paid to the com- 
pany. If this were the statement 
of a department store, such as the 
Emporium, Accounts Receivable 
would be charge accounts not yet 
settled by the store’s customers. 
INVENTORIES represent raw ma- 
terials. goods in process of manu- 
facture, and stocks of finished 
goods on hand but not yet sold. 
That figure of $3 million that we 
have used for the value of inven- 
tories represents either the cost of 
the items that make up the inven- 
tory, or the market value, which- 
ever is lower. There are other 
methods of pricing the value of 
inventories, but this method of 
taking the lower of either cost 
or market value is the most com- 
mon. 


The significance of inventory 
valuation is that, under stress of 
falling prices for a company’s 
product, naturally the value of the 
inventory becomes less, and there- 
fore the assets of that company 
decline. Of course, it works the 
other way, too, when we have 
rising prices. 

These three items — cash, ac- 
counts receivable, and inventories 
—when added together, make up 
CURRENT ASSETS, an important 
figure, as you will see in a mo- 
ment. It’s called CURRENT assets 
because those assets could, if nec- 
essary; be turned into cash rela- 
tively quickly, 

FIXED ASSETS of property 
and equipment are usually taken 
at cost. DEPRECIATION is de- 
signed so that enough money will 
be put aside each year to replace 
the property and equipment when 
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it wears out. A simple example 
of how depreciation works might 
be in the case of a typewriter that 
cost $150 new. If the useful life 
of that typewriter is three years, 
then the company owning that 
typewriter would set aside each 
year $50 for three _ successive 
years, so that when that type- 
writer is ready for the junkpliie, 
three years later, $150 is on nand 
for the purchase of a new one. 

GOODWILL is intangible. Some 
times a company with a large re- 
search organization, which is con- 
stantly developing new products, 
carries the patent value of those 
new products as goodwill. The 
du Pont Chemical Company, for 
instance, considers its goodwill to 
be worth $40 million. On the other 
hand, Union Carbide and Carbon 
Company, another big chemical 
corporation, figures their goodwuit 
at $1.00, so there is no real yard- 
stick of a proper valuation of this 
item. Certainly the trade name 
“Ivory Soap” is of great value and 
goodwill, yet Procter and Gamble 
Company, makers of Ivory soap 
being on the ultra-conservative 
side, also carry their goodwill at 
$1.00. 

So much for the asset side. Now 
look at the right hand side under 
Liabilities. I know that some of 
the items under this heading do 
not sound like a liability in the 
sense of a burden or debt, but 
from an accountant’s point of 
view, they are called liabilities. 

Under current liabilities are in- 
cluded all payments or bills that 
the company must meet within one 
year’s time. ACCOUNTS PAY- 
ABLE are just the reverse of the 
accounts receivable under assets. 
ACCRUED TAXES do not mean 
unpaid tax bills, but it is the lump 
sum of all the taxes that the com- 
pany knows it will have to pay 
within a year. Just as we all 
know that next March 15, we are 
going to have to settle up with the 
Federal Income Tax Collector on 
income received in 1950—and the 
real estate tax collector comes: in 
here too. 

The $300,000 bank loan com- 
pletes the CURRENT LIABIL- 
ITIES. Next we have $1°%4 million 
of 4% mortgage bonds outstand- 
ing. Remember, a bond is a loan 
that must be repaid. 


Then the next figure of $5 mil- 
lion represents the total par value 
of the common stock, that is, 500.- 
000 shares times the par value oft 
$10 per share. If the Forward 
Chemical Company had any pre- 
ferred stock, that would be en- 
tered here, together with the com- 
mon. 

Under SURPLUS. the word 
“CAPITAL,” or “CAPITAL SUR- 
PLUS,” as it is generally called 
takes a little explaining. It repre- 
sents the amount of money, over 
and above the par value of the 
company’s stock, that the company 
received for its stock when it was 
originally issued. In this particu- 
lar case, the company received an 
extra $500,000 or $1.00 per share 
over the par value of $10 per 
share. Thus we see that the orig- 
inal price received by the com- 
pany for its common stock was 
$11.00 per share. Remember, we 
pointed out a few minutes ago 
that par value has very little to 
do with market value. 


EARNED SURPLUS is the com- 
pany’s savings account. It repre- 
sents the amount of income that 
has ‘come from earnings, but not 
paid out in dividends. When we 
get to the income statement, you 
will see that it is the practice of a 
company not to pay out in divi- 
dends its entire earnings each 
year, but to retain part of that 
income. That retained part is put 
back into the business, and be- 
comes the item called earned 
surplus. 


Meaning of Working Capital 

Now that we have all the fig- 
ures, just what do they mean? The 
first thing to examine is some- 
thing called WORKING CAPI- 
TAL, which is the difference be- 


Continued on page 36 
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Two highly important  long- 
range Canaa:an economic policy 
objectives have now been realized. 
In the first place the Dominion 
has broken loose from the strait- 
jacket of an artificial fixed parity 
of exchange. Lecondly, the signing 
this week of the U. S.-Canadian 
Defense Pooling Agreement con- 
stitutes perhaps the _ greatest 
achievement of the Dominion’s 
postwar economic policy. In a new 
vut more permanent form the 
wartime Hyae Park Arrangement, 
the cornerstone of Canada’s war- 
time economic structure, has been 
successfully revived. During the 
war it can be said without exag- 
geration, that the operation of the 
informal agreement decided upon 
by the President of the United 
States and the Prime Minister of 
Canada largely determined the 
spectacular magnitude of the Ca- 
nadian war effort. 

The new arrangement provides 
for the complete integration of the 
resources and skills of the two 
countries as a common defense 
measure against aggression. This 
historic agreement establishes U. 
S.-Canadian coordination with re- 
gard to the following principles: 

(1) Removal as far as possible 
of all barriers that impede the 
free flow of arms and equipment. 

(2) A coordinated program to 
achieve an optimum production 
of goods essential for common 
defense. 

(3) The institution 
nated controls over 
tion of scarce raw 
supplies. 

(4) Any controls established to 
be mutually consistent in their 
objectives. Consultations to be 
held whenever one country insti- 
tutes controls which may affect 
the other. 

(5) Technical knowledge and 
productive skills to be freely ex- 
changed where feasible. 

(6) If implementation of the 
agreement causes financial or for- 
eign exchange problems, these 
will be the basis for consultation 
by appropriate agencies of the two 
governments. 


of coordi- 
the distribu- 
materials and 


Although the agreement will be 
subject to approval by Congress 
and the Canadian Parliament 
there is every reason to suppose 
that this remarkable step, de- 
signed to harness the resources of 
North America for the defense of 
the free world, will meet with 
overwhelming approbation. There 
is also little doubt that following 
the formal ratification of the pact 
the objectives of the program will 
be vigorously pursued. Many ma- 
jor Canadian projects that nor- 
mally would be beyond the range 
of early practical achievement 
will be put into operation with a 
minimum of delay. 

The way is now cleared for ex- 
ample for a U.S.-Canadian agree- 
ment to undertake the construc- 
tion of the St. Lawrence Seaway. 
which surely constitutes a defense 
measure of the highest order. 
There is also the long discussed 
proposal to establish a railroad 
link through Canada to Alaska. 
which is clearly essential to the 
defense of this isolated U. S. out- 
post. Similarly, accelerated de- 
velopment of the vast Quebe-- 
Labrador iron ore deposits, the oil 
and coal resources of Alberta, and 
the Dominion’s tremendous alumi- 
num production potential would 
come within the scope of the new 
agreement. These outstanding pos- 
sibilities as well as others that 
will doubtlessly receive serious 
consideration clearly suggest still 
another phase of dynamic Cana- 
dian economic expansion. 

Even before the effects of the 


new agreement have commenced 


to register their imnact the U. S- 
Canadian trade balance has al- 
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ready undergone a remarkable 
change. Accoruing to the Sep- 
tem.ber figures Canadian exports 
to tis COuNntry auring the month 
rose to the imposing total of $195 
miliion, which represents an in- 
cre_se of $.0 million in compari- 
son with the results of the same 
period a year ago. The favorable 
balance of exports over imports 
reauced the deficit in trade with 
this country for the first nine 
months to $73 million which com- 
pares Wiln deslcits in tne past few 
years of about $900 million. 

It would be reasonable to sup- 
pose, tnerefore, that an historic 
record in U. §.-Canaaian trade 
wili snortly be established. With 
a logical development of events 
it is likely that Canada’s hitherto 
chronic deficit in trade with her 
great southern neighbor will be 
turned into a balance in favor of 
the Dominion. Tnis is all the more 
probable in view of the fact that 
whereas the impact of the rearma- 
ment effort will fall on a U. S. 
economy already fully extended, 
the effect in the Canadian case 
will be an accelerated exploita- 
tion of the Dominion’s enormous 
wealth of virgin natural resources, 

During the week there was an 
almost complete lack of activity 
in the external section of the pond 
market, but U, S. demand for the 
Dominion internals continued to 
exceed the volume of liquidation 
for profit-taking purposes. Trad- 
ing in Canadian dollars was still 
on a large scale and persrstent 
demand drove the rate above the 
5% level which appeared at one 
time to be a temporary stopping 
point. It now remains to be seen 
whether the rate will be permit- 
ted to attain its logical level in 
the neighborhcod of parity with 
the U. S. dollar. The corporation- 
arbitrage rate was also stronger 
at 8% discount. Stocks rallied 
after the drastic decline caused by 
the relapse in New York. The 
base-metals were especially re- 
silient and at one time _ broke 
througn their peak level of the 
year. The industrials also rallied 
well following the break but the 
Western oils showed less recup- 
crative power. The golds were 
affected the an- 
nouncement of the revision of the 
Gold Mining Assist- 
ance Act but finally staged a mild 
recovery. 
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Halsey, Stuart Group 
Offers Milwaukee Gas 
Light Go. Debentures 


Halsey, Stuart & Co. Inc. and 
associates On Oct. 31 publicly of- 
fered $6,000,000 Milwaukee Gas 
Light Co. 3°s% sinking fund de- 
bentures, due Nov. 1, 1970, at 
101°g% and accrued interest. The 
group won award of the deben- 
tures at competitive sale on Oct. 
30 on a bid of 100.381%. 

Proceeds from the sale of the 
debentures and $27,000.00 of first 
mortgage bonds, together with a 


minimum of $3,000,000 to be re- 
ceived from the prior sale of 
additional shares of common 


stock, will be applied as follows: 
to the redemption of $13,667,350 
of first mortgage bonds, 412% 
series due 1967; to the payment 
of $4,050,000 of 2%4% and 3% 
serial notes maturing 1950-1952; 
to the payment of $6,100,000 of 
212% bank loan notes maturing 
April 27, 1951: to the redemption 
of 20,000 shares of 7% cumulative 
preferred stock, series A; and the 
balance will be used to provide 
funds for expansion of facilities 
and to reimburse the company’s 
treasury for expenditures made 
for this purpose. 

The debentures are redeemable 
at prices ranging from 104.38% 
to par. Sinking fund redemption 
prices run from 101.32% to par. 

Milwaukee Gas Light Co. is 
primarily engaged in the pur- 
chase, distribution and sale of 
natural gas, having recently con- 
verted its system from manufac- 
tured to natural gas. It also sells 
gas appliances. The company’s 
service area includes the city of 
Milwaukee and the contiguous 
suburbs of West Allis, Wauwa- 
tesa, West Milwaukee, Shorewood 
and Whitefish Bay, the communi- 
ties of West Bend, Hartford, Port 
Washington, Cedarburg, Mono- 
monee Falls and Fox Point, which 
are at distances of 2 to 23 miles 
from the city limits of Milwaukee. 
Population of the territory served 
is estimated at 815,000 and the 
company is without competition 
from other gas utilities. 


Silver, Barry Admit 


Norman J. Myers will become 
a partner in Silver, Barry & Van 


Raalte, 39 Broadway, New York 
City, members of the New York 
Stock Exchange. It is proposed 
that he act as alternate on the 
floor of the Stock Exchange for 
tobert J. Silver, partner in the 
firm. 
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The government market by its ability to rally from price 
slumps, particularly in the eligible sector, may be giving evidence 
that a bottom is being made. This does not necessarily mean that 
there will not be further periods of price weakness but a market 
which does have the ability to rally independently has probably 
gone through the worst. The feeling that short-term rates have 
about completed the upward adjustment and that an increase in 
reserve requirements, if it should come, will not be earth shock- 
ing, seems to indicate the government market is again trodding on 
more solid ground. 

There have been no particularly outstanding market move- 
ments recently even though the intermediate and long bank issues 
sagged and rallied. All of this took place within a limited range. 
The short rates moved slightly higher but these changes do not 
seem to be as disturbing as in the past. The ineligibles outside of 
the longest maturities gave ground under lessened official protec- 
tion. The Vics continue to hold steadfast, although buying by the 
authorities is still limited and rather optional. 


142% Short Rate Believed Top 


Many shrewd followers of the government market are of the 
Opinion now that the rise in short-term rates is about completed. 
For all practical purposes the one-year rate is at the 112% level, 
and there is no strong belief among the bond fraternity that a 
higher level is to be expected. Accordingly, it seems as though one 
leg of the much talked of and feared operations of the Central 
Banks has been pretty well taken care of. Despite the feeling 
that a top has been about reached in short-term rates, there are 
no such notions among operators in Treasury obligations that it 
is going to be easy to create reserve balances. It is expected the 
near-term rates will be kept pretty. much in a state of flux by the 
authorities. This will make the creation of reserve balances a 
costly and risky operation for the deposit institutions, that must 
have them in order to make loans. Also a 142% rate for one-year 
paper is going to take a great deal of the attractiveness away from 
loans, which do not have the same risklessness, as do government 
securities. 

Increase in Reserves Anticipated 


The reserve requirement “bogy-man”’ is still very much around 
to plague the money markets, but this too seems to have lost some 
of its effectiveness. There is no doubt that the fear of higher re- 
serve requirements continues to act as damper on the market 
particularly on the intermediate and longer end of the eligible list. 
On the other hand, it is indicated that a great many, if not most, 
of the commercial banks have made quite adequate preparations 
for changes in reserve requirements. While there is always the 
possibility that an upping in reserve requirements will cause tem- 
porary unsettlement in the government market, there is a growing 
belief that when, as, and if it does come, the adjustment price- 
wise will be much less than has generally been expected. 

It is becoming more evident in the financial district that many 
more than a few are not only in a position to meet increased re- 
serve requirements, but are also in shape to do quite a bit of buy- 
ing of the higher income eligibles, particularly if there should be 
important price weakness. It seems as though there are many de- 
posit institutions, especiaily those that are in the larger money 
centers, who will be very willing to lash onto the 1956 maturities, 
if quotations should recede very much with an increase in reserve 
requirements. The smaller or more or less country banks, which 
have sizable savings deposits, are looking at the September 
1967/72s with longing eyes and will no doubt be quite substantial 
buyers, if there should be a sharp price decline in this issue, be- 
cause of higher reserve requirements. 


Partially Exempts in Demand 

Although the partially-exempts have given ground because 
of the same forces which brought about the downward trend in 
the taxables, this decline has been more limited than what took 
place in non-tax-sheltered issues. This is not hard to understand 
because higher taxes will have more than a passing effect upon 
commercial bank earnings. One of the ways in which taxes are 
hedged against by these institutions is through purchases of the 
partially-exempts and it is reported there has been and still is a 
very ready home for these securities, particularly among the larg- 
est banks. Although the longest partials are not considered among 
the “glamor girls” of the government market, they are being very 
well taken whenever they come in for sale, especially if t! is 
size to the offerings. As has been the case all along the 1960/65s 
are the most sought after issue and it is indicated that trades have 
been made at prices which were above those quoted in the market. 
The 1958/63s, however, have been a close second, with volume 
fairly good in this obligation because a few of them have appeared 
for sale recently. 


ere 


The near-eligible tap issues which were in great demand not 
so long ago are not attracting too much attention now, although 
there has been a minor amount of buying to average down costs. 
There has also been tax loss switching from these obligations into 
the Vics. 


E. E. Mathews Adds 
(Special to THe FINANCIAL CHRONICLE) (Special to THe FINANCIAL 
BOSTON, Mass.—James H. Boss BOSTON, Mass. — Thomas E. 
is now connected with Edward E. Cannon has become affiliated with 
Mathews Co., 53 State Street. Kidder, Peabody & Co., 115 Dev- 


onshire Street. 
Joms H. C. Wainwright 


(Special to THe FINANCIAL CHRONICLE) With Hornblower Co. 
BOSTON, Mass. — Joseph ©. to THe FINANCIAL CHRONICLE) 
Bald-vin, Jr., is now affiliated with 
H. C. Wainwright & Co., 60 State 
Street, members of the New York 
and Boston Stock Exchanges. 


Kidder, Peabody Adds 


CHRONICLE) 


Special 


"BOSTON, Mass.—Paul J. Han- 
ley -—has become associated with 
Hornblower & Weeks, 75 Federal 
Street. 





Securities Markets . 


(1699) 19 





By CARL SCHICK* 


Director of Public Relations, San Francisco Steck Exchange 


Mr. Schick explains in non-tech 


nical language the nature and 


~ td 


scope of securities markets. Describes functions and work of 


the investment banker in market 


ing new securities. Gives brief 


description of over-the-counter market and place of stock ex- 
ehange in securities distribution. Cites available sources of 
financial information. 


Securities markets are divided 
into two general classes, those of 
primary distribution and those of 
secondary distribution. The in- 
vestment 
banker’s role 
is principally 
one of pri- 
mary ._ distri- 
bution. Asan 
example 
of his func- 
tions, suppose 
the owners of 
a closely held 
or family cor- 
poration 
that has been 
in business 
for a number 
of years and 
very success- 
ful, desire to dispose of a part or 
all of their holdings in the com- 
pany for one of a number of 
reasons, An investment banker 
is called in for advice. After full 
investigation of the situation and 
through negotiation, a portion or 
ali of the stock would be pur- 
chased outright from the owners. 
If the undertaking involves a 
considerable sum of money, the 
investment banker will form a 
syndicate with others in the busi- 
ness and the shares will be 
offered to the public after the 
necessary Federal regulations 
have been complied with. The 
selling price to the public is 
greater than that paid to the 
selling stockholders—the differ- 





Carl Schick 


ence being the underwriter’s 
compensation, 
The investment banker often 


handles new. issues such as pre- 
ferred stocks or bonds and addi- 
tional smares for well-known 
corporations. The issuing com- 
pany is assured of the money from 
the sale of the securities and the 
investment banker takes the risk 
of reselling at a somewhat higher 
price. Sometimes, if market 
conditions are unsettled, the in- 
vestment banker will not pur- 
chase the entire issue, but will 
sell it on a “best efforts” basis; 
that is, he will take only the 
amount he can sell. The invest- 
ment banker will also participate 
in-a secondary distribution at 
times when large blocks of stocks 
held by estates or others cannot 
be absorbed in the regular mar- 
kets. 
Over-the-Counter Market 

It seldom that a security 
issue which has just been offered 
to the public is listed on a stock 
exchange. Such a security is usu- 
ally traded in what is known as 
the “over-the-counter market.” 
The over-the-counter market does 
not operate through a central 
market place, but is made up of 
dealers who within and between 
offices establish a market by 
individual negotiations. A dealer 
will often buy or sell a security 
in which he is particularly inter- 
ested and is said to “maintain a 
market” in that individual secur- 
ity. Normally such trades are on 
a net basis and the dealer will 
buy at One price and sell at an- 
other—the difference being his 
compensation. The market is 
made up of the combined quota- 
tions of all dealers interested in 
the various securities. Transac- 
tions are not recorded publicly as 


1S 





*Digest of a lecture by Mr. Schick at 
the third meeting of the San Francisco 
Stock Exchange’s Lecture Series, pre- 
sented in conjunction with the Adult 
Educational Program of the San Fran- 
cisco Public School System, Oct. 18, 1950. 





on an exchange. Some dealers 
specialize in certain types of 
securities such as banks, insure 
ance, rails or utilities. 

After securities gain wide dis- 
tribution and become mora. 
seasoned, the corporation may 
then seek listing on One or move 
of the stock exchanges. 

A stock exchange is nothing 
more than a central market-place 
where securities are traded. Any 
one wishing to purchase a secui- 
ity on an exchange can bid for it 
through his broker, and if some 
one is willing to sell at that price, 
purchase it. Buyers and sellers 
from all parts of the country are 
brought together through their 
brokers, Exchange markets dii- 
fer from other securities markets 
in that all transactions are pub- 
licly recorded on the ticker and 
the purchaser pays the exact 
purchase price plus a commission. 
This commission on the average 
is less than 1% of the total 
amount involved, 

There are stock exchanges ln 
most large cities throughout the 
nation, The New York Stock Ex- 
change and the New York Curb 
Exchange are national in scope 
and the others are known as rc- 
gional exchanges. The San Fran- 
cisco Stock Exchange is tha 
second largest of the regional ex- 
changes, being surpassed only by 
the Midwest Stock Exchange in 
Chicago, 

I am not going into detail as to 
Exchange operations as that will 
be fully covered in your visit to 
the Exchange trading floor. 

There is a wealth of financial 
information available to the in- 
vestor. The financial pages of 
metropolitan daily newspapeigs 
and the “Wall Street Journal” are 
excellent sources for current in=- 
formation. Annual reports of thse 
corporations are valuable for 
studying individual companies as 
well as are prospectuses if one has 
recently been issued. Listing rce= 
ports published at the time of 
listing and_ registration § statc- 
ments for companies listed with 
the Exchange will supply ex- 
haustive information about the 
respective companies. 

The public libraries and broker= 
age offices subscribe to statistical 
services such as Standard 2 
Poor’s, Moody’s and Walker’s 
Manual of Pacific Coast Securi- 


ties. These references are most 
helpful in supplying authentic 


statistical information. 

There are a number of advisory 
services, but these are more for 
the technical use of those well 
versed in securities. They should 
be used as sources of information 
rather than for overall investment 
planning. 

Trade and financial magazines 
such as “The Commercial and Fi- 
nancial Chronicle,’ “Barron’s” 
magazine, “Financial World,’ and 
a host of industrial trade journals 
are of tremendous value. 

Brokers and dealers also main= 
tain analytical departments whose 
resources are readily made avail- 
able to clients. 

In view of the wealth of finan- 
cial material at hand, it certainly 
behooves all of us to fully inves= 
tigate before we invest. 


With Oscar F. Kraft | 


(Special to Tue FinaNcIaL CHRONICLE) 


LOS ANGELES, Cal—Alf 1. 
Haugan is with Oscar F. Kraft & 
Co., 530 West Sixth Street, 
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Mobilization Impact 
On Steel Industry 


By B. S. CHAPPLE, JR.* 
Assistant Vice-President, United States Steel Corporation 


In picturing conditions as affected by Korean War and future 
impact of mobilization on steel industry, U. S. Steel Corpora- 
tion executive analyzes requirements of Defense Production, 
Act and explains his company’s plan to meet its provisions. 
Says unknown quantity in solving problem is still size and 
nature of military requirements, and expresses confidence, 
under tremendous power of our free enterprise system, require- 
ments can be met and Russia’s military power balanced. 


I am sure you will all agree 
with me that business decisions 
must be based on a reasonable 
estimate of what the future will 
bring. Yet, 
there have 
been few 
times in the 
last decade 
when the bus- 
inessman’s 
problem of 
evaluating 
coming events 
was as com- 
plex as it is 
today. During 
the coming 
year, you, and 
certainly we 
in the steel 
industry, will 
be at the mercy of international 
political and social developments 
which are beyond our individual 
control and which we cannot fore- 
see. Like the navigator whose 
ship is caught in the path of a 
hurricane, we do not yet know 
how severe the storm will be or 
where the winds will carry us. 

Still, if you and I, or any other 
group of executives in this coun- 
try, are to adequately discharge 
our managerial responsibilities to 
our respective companies, we must 
constantly keep an index finger 
on the pulse of circumstance. At 
the moment, this calls for an in- 
telligent evaluation of the impact 
on our economy of the mobiliza- 
tion plans of our government. 


¢ 


B. S. Chapple, Jr. 


A Picture of Present Conditions 


Since there has been a great 
deal of speculation in recent 
weeks as to just what the effect 
of such a program may have on 
Our economy as a whole, and more 
specifically on the outlook for 
steel, perhaps we should pause for 
a moment at this point in order 
to get more freshly in our minds 
a picture of conditions as they 
have existed in this country since 
June 25, the day America moved 
overnight from a postwar peace- 
time economy, hectic as it may 
have been, into one of outright 
mobilization. 

First of all, our present rearma- 
ment requirements come at a time 
when all steel-using industries 
are operating in high gear. There 
is little or no slack in terms of 
unused plant capacity, idle work- 
ers, Or excess materials, that can 
be used to fill military needs. 
This means, for the time being at 
least, the initial or most signifi- 
cant problem to be faced is the 
scheduling of what must be done 
first. This problem always occurs 
in a period such as this, when a 
flood of new demands flows into 
the marketplace. 

Secondly, our economy has al- 
ready experienced a considerable 
inflationary trend, Should the 
government fail in its effort to 
control this hazardous potential, 
an increase in purchasing power 
will pour into the marketplace at 
the same time that a decreasing 
amount of goods is available for 
purchase. The resulting price dis- 
tortions can, over a period of time, 
cause radical shifts in the normal 
flow of goods and services. 


*An address by Mr. Chapple before 
the 28th Annual Convention of the Amer- 
ican Institute of Steel Construction, 
Houston, Texas, Oct. 26, 1950. 


One of the immediate effects of 
the announcement of our mobi- 
lization plans was an over-stimu- 
lation of consumer—and to some 
extent—business buying. In July 
and August, consumers remem- 
bering the days of 1942, rushed to 
buy up available stocks of the 
goods which were expected to be 
in short supply. 

To a large extent, such pur- 
chases represent buying ahead 
and, therefore, there are some 
economists who predict the effect 
of this circumstance will be felt 
in a lessening of demand at some 
future time. 

On the other hand, there is an- 
other group of equally competent 
analysts who say that the infla- 
tionary pressures generated by 
such buying are sufficient to ab- 
sorb all possible production for 
an indefinite period ahead. 

Regardless of who may be right, 
this buying spree has had the ef- 
fect of once again reducing in- 
ventories all along the line from 
the consumer back to the manu- 
facturer. As consumer buying 
continues at a high rate and at the 
same time manufacturers attempt 
to rebuild depleted inventories, 
producers are confronted with an 
exaggerated concept of the size of 
consumer requirements. This is 
something that we in the steel 
industry saw happen back in 1937, 
and again in late 1948 and early 
1949, when a good portion of the 
steel buying was for inventory 
stocking purposes. 

Finally, manufacturers of all 
types of goods currently are at- 
tempting to produce at as high 
a rate of production as possible. 
This, of course, is a normal reac- 
tion to the fears of impending 
shortages of manpower and ma- 
terials. As a result, however, the 
steel industry is faced once again 
with peak demands from each and 
every customer even without the 
stepped-up load of military re- 
quirements which is in the offing. 


Question of Size and Nature of 
Military Requirements 


The unknown quantity in the 
equation of the demand for and 
the supply of steel for the future 
is, of course, the size and nature 
of the military steel requirements. 
Very substantial tonnages of ar- 
mament, not only are to be added 
to extremely heavy civilian de- 
mands, but what is more impor- 
tant, these military needs are to 
be given a position of first prior- 
ity. In other words, steel defense 
requirements must be taken off 
the top of the availability pile 
first, and civilian requirements 
must be weighed against whatever 
is to be left. 

It is to accomplish this, that the 
Secretary of Commerce, under di- 
rection from the President, as au- 
thorized by Congress in the Mo- 
bilization Act of 1950, has set up 
the National Production Author- 
ity, better known as NPA. 

Most of you, of course, are 
familiar with the fact that numer- 
ous claimant ageneies, such as 
The Department of Defense, The 
Department of Interior, The De- 
partment of Agriculture, The Eco- 
nomic Cooperation Administra- 
tion, The Interstate Commerce 
Commission and The Maritime 
Commission, to mention but a few, 
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have been designated as the agen- 
cies through which defense re- 
quirements are to be channeled. 
Each program, originating within 
one of these groups, when certi- 
fied as essential, is then handed 
to General Harrison, Administra- 
tive Head of NPA. In due course, 
where such a program requires 
steel, it is referred to Mr. McCoy, 
Director of the Office of Industry 
Operations, and subsequently, to 
the Director of the Steel Division, 
a position currently filled by 
David B. Carson, Vice-President, 
Sharon Steel Corp. Reporting to 
the Director at present are 14 
Product Control Branch Chiefs, 
each assigned responsibilities in- 
volving certain grouping of spe- 
cific products. As needs dictate, 
additional Products Chiefs may be 
appointed and additional product 
breakdowns are possible. 

Serving the Director, in a con- 
sulting capacity, is the steel in- 
dustry’s Products Advisory Com- 
mittee, made up of representatives 
of many of the steel producing 
companies in the country. Serving 
the Director also is the Steel Task 
Force, presently consisting of 22 
members, each assigned by an in- 
dividual steel producer, a group 
collectively representative of a 
substantial proportion of the pro- 
duction capacity of the total steel 
industry. 

In principle, when a program 
requiring steel reaches NPA, it is 
the responsibility of the Director 
and the Product Chiefs to break 
it down into its component parts 
and identify the tonnage of each 
steel product required to do the 
job. When reconciled, it is the 
Steel Task Force’s job to appor- 
tion the product load equitably 
among the Nation’s steel pro- 
ducers in conformity with such 
reglations as have from time to 
time been issued. 

The first steel requirements 
processed by NPA were those of 
the Department of Defense and 
the Atomic Energy Commission, 
in other words, the strictly mili- 
tary. Because these groups felt 
that undue delay would be oc- 
casioned by taking the time neces- 
sary to formalize individual pro- 
grams at this time, a_ priority 
system was initiated whereby duly 
constituted representatives of the 
various military services might 
immediately certify military 
orders by the application of a 
“DO” rating. In turn, it is man- 
datory that such orders be 
promptly accepted when offered 
and given complete priority over 
non-rated orders on the mills. 

To spread this load among steel 
producers, NPA in Order M-1, 
dated Oct. 12, 1950, among other 
things states that no steel pro- 
ducer, unless specifically directed 
by NPA, shall be required to ac- 
cept rated orders for shipment 
in any one month in excess of 
certain percentages of the average 
monthly shipments made by him 
during the first eight months of 
this year. 

For example, in carbon 
both hot and cold rolled, sheets 
and strip were set at 5%. In hot 
rolled and cold finished bars, the 
figures were set at 10%. Products 
of more immediate interest to this 
audience, namely structurals, 
plates and piling, were set at 15%. 
In addition, an over-all ceiling 
was also established, which pro- 
vides that no producer need ac- 
cept carbon steel rated orders for 
shipment in any one month ir- 
respective of the individuals prod- 
uct quotas previously set in excess 
of 15%. In alloy steel, this figure 
was pegged at 25%. 

I have taken the time to outline 
this procedure with regard to 
NPA and the “DO” rated orders 
for a specific reason, for I am 
anxious to interpret for you ex- 
actly what this means in terms of 
non-rated tonnage you can expect 
to receive in the future for so- 
called civilian uses. 


If the steel industry in the first 
eight months of the year were 
shipping an average of 600,000 


steel, 


tons of plates per month, then the 
15% military “DO” order space 
reservation for carbon steel plates 
would equal 90,000 tons. This then 
leaves only 510,000 tons or 85% 
of normal production for civilian 
distribution. True, for the moment 
perhaps, not all of the plates that 
could be certified may be certi- 
fied. However, let’s follow the ex- 
ample through to see what could 
happen and, incidentally, while 
we are doing it, let’s not overlook 
the fact that any of the Military’s 
hundreds of procurement offices 
can employ the “DO” stamp at 
present with but limited internal 
coordination. 


The Freight Car Program 


All right, we now have 510,000 
tons of plates. Here comes the 
first certified tonnage on a pro- 
grammed basis. It’s the freight car 
program, which requires sufficient 
steel to build 10,000 cars per 
month. In total, this program re- 
quires 316,000 tons per month, of 
which 192,474 are for shapes and 
plates—65,851 tons for shapes and 
the remaining 126,623 tons for 
plates. Now let’s take 126,600 tons 
away from the 510,000 tons we 
had left a minute ago—this is an 
additional 21% reduction, which 
now leaves us but 383,400 tons, or 
a total reduction of 216,600 tons, 
or 36%. In other words, only two- 
thirds of the steel plates that the 
steel industry has heretofore been 
shipping for civilian purposes, are 
now available. 

Now let’s try to look a bit far- 
ther in the future. What other 
programs that require plates are 
being talked of? Well, news 
stories recently have mentioned 
pipe lines and barges for the 
petroleum and gas industries, not 
to mention certain other programs 
currently under consideration by 
several of the other claimant 
agencies including the Maritime 
Commission. Now what happens to 
our remaining plates? 

Well, your guess is as good as 
mine. In fact, at this moment, your 
guess is as good as anyone’s any- 
where, including Washington. 

I know some of you may well 
say, why not produce more plates. 
The steel industry has before — 
look at what was done during 
World War II. I must agree this 
could be done, but now let’s see 
what this could mean. First of 
all, you have to have steel—so 
we divert it from another product. 
Or if we need added capacity to 
produce, we might convert the hot 
sheet mills to plate production, as 
was done during the last war. By 
this method, even though the mili- 
tary demand for sheets, for ex- 
ample, was relatively negligible, 
(you will remember that as far 
as “DO” rated orders for sheets 
are concerned, the tonnage for the 
moment is to be held to 5%) 
either diversion of steel or em- 
ployment of new facilities for 
other than normal purposes in- 
directly could quickly bring about 
a serious civilian shortage prob- 
lem in many additional products. 

There is another facet of this 
problem which you should also 
understand fully. This has to do 
with how the civilian portion of 
the steel, that part left over, will 
be distributed. 

Section 701 (C) of the Defense 
Production Act of 1950 was spon- 
sored by Senator Wherry for the 
purpose of assuring each regular 
customer a fair share of the avail- 
able civilian supply, after provi- 
sion is made for defense and re- 
lated requirements. The provision 
reads as follows: 

“Whenever the President in- 
vokes the powers given him in 
this Act to allocate, or approve 
agreements allocating, any ma- 
terial, to an extent which the 
President finds will result in a 
significant dislocation of the nor- 
mal distribution in the civilian 
market, he shall do so in such a 
manner as to make available, so 
far as practicable, for business 
and various segments thereof in 
the normal channel of distribution 
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of such material, a fair share of 
the available civilian supply 
based, so far as practicable, on the 
share received by such business 
under normal conditions during a 
representative period preceding 
June 24, 1950, and having due re- 
gard to the needs of new busi- 
nesses.” 

This means just what it says. 
While the President has not as 
yet determined that a significant 
dislocation of the normal distri- 
bution in the civilian market has, 
as yet, taken place, how long do 
you feel it will be before such a 
decision will be reached in the 
light of the potential I have just 
outlined? 


U. S. Steel Allocation Policy 


It is for this reason that the 
U. S. Steel Corporation has de- 
cided that it will be our policy to 
distribute the quantities of steel 
products which we manufacture 
in excess of the quantities set 
aside for rated “defense orders” 
and other orders assigned prefer- 
ence under governmental direc- 
tives equitably among all of our 
regular customers, with particu- 
lar attention to the requirements 
of small businesses, and at the 
same time give due regard to the 
essential needs of new businesses. 

In order to effectuate this pol- 
icy our subsidiaries have been re- 
quested to promptly adopt the 
following procedures which it is 
believed will meet the objectives 
of the Act: 


(1) Shipments, product by prod- 
uct, to each customer should be 
tabulated for each month during 
the period Jan. 1 to June 30, 1950. 
The result should be divided by 
six to determine the average 
monthly shipment, product by 
product, to each such customer. 
The average monthly shipment is 
then subject to adjustment as pro- 
vided in the next paragraph. The 
adjusted average monthly ship- 
ments will constitute the ‘““month- 
ly quota” of each customer. 

(2) There will be instances of 
abnormal shipments having been 
made during this period due to in- 
ventory adjustments, seasonal re- 
quirements, strikes, shutdowns for 
retooling, conversion of plant fa- 
cilities, construction work or re- 
pairs, and any one or more other 
factors that will: have caused a 
customer to take larger of smaller 
shipments during part or all of 
this period than the customer 
would have taken under normal 
operating conditions. Therefore, 
average monthly shipments, prod- 
duct by product, during the six 
months’ period should be adjusted 
so that the monthly quota of each 
customer, under this plan of dis- 
tribution, will represent the aver- 
age monthly shipments that would 
have been made if normal condi- 
tions had prevailed. 

(3) Under NPA regulations a 
rated defense order need not be 
accepted later than 45 days in ad- 
vance of the first day of the month 
during which delivery is required. 
Space remaining in monthly pro- 
duction schedules after provision 
has been made for filling all rated 
orders then becomes available for 
production of civilian supply. The 
civilian supply of each product is 
then to be distributed proportion- 
ally, so far as practicable, in ac- 
cordance with the above stated 
policy, making distribution among 
customers according to their re- 
spective monthly quotas, as de- 
termined in conformance with the 
two previously read paragraphs. 

Now is all this necessary—is it 
essential that the American people 
tighten their belts and face a pe- 
riod of austerity as prophesied by 
Mr. Symington and _ Secretary 
Sawyer? In my opinion, such 
thinking is not realistic for in 
spite of the American blood that 
has been spilt on this our newest 
of battlefields, Korea, as such, 
must be considered as only an in- 
cident in the world struggle for 
freedom. Our basic problem is 
worldwide. We are locked in a 
struggle between two ideologies. 
On the one side is Soviet-type 
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Communism. On the other is our 
democratic philosophy as symbol- 
ized by our system of free enter- 
prise. 

The problem we face under 
these conditions is to achieve as 
quickly as possible an adequate 
balance of military power. 


Power of Free Enterprise, 
A Weapon 

Today, we in America have the 
atomic bomb, certainly in greater 
quantities than the Russians: But 
more important still, we have, as 
our greatest weapon, the tremen- 
dous power of free enterprise, ex- 
pressed very tangibly by the in- 
dustrial supremacy of the Ameri- 
can way of life. 

If we apply commercial think- 
ing to the Russian problem, we 
find Stalin a shrewd, competent, 
aggressive competitor, who, while 
unable to match the quality in 
certain of our products, neverthe- 
less, momentarily surpasses us in 
certain others: namely, military 
manpower and quantity of mili- 
tary equipment. 

I have heard on authority which 
I have no reason to doubt that in 
Germany today Russia maintains 
70 fully-equipped combat divi- 
sions ready for immediate action; 
furthermore, these could be more 
than doubled within a matter of 
a month or so. By contrast, the 
combined allied governments have 
no more than 12. 


In the face of this discrepancy, 
there are those who believe that 
should Russia choose, she could, 
in a matter of weeks, overrun all 
of Europe. Unquestionably, there 
are deterrents. Perhaps our stock- 
pile of atomic power and our in- 
dustrial strength constitute two of 
them. Nonetheless, Russia could 
move. Whether she does or not, 
our immediate objective must be 
to bring our own armed forces, as 
quickly as possible, to the point 
where we can balance this over- 
whelming military potential. 


In view of these circumstances, 
it certainly takes no great insight 
on the part of you or me, or any 
industrial executive, to forecast a 
continuation of the circumstances 
we now face, for some indefinite 
period ahead. 


Eastern Pa. Group 
Of IBA Elects 


PHILADELPHIA, Pa. — The 
annual meeting of the Eastern 
Pennsylvania Group of the In- 


vestment Bankers Association of 
America was held Oct. 25 in the 
office of Schmidt, Poole & Co. 

Gordon Crouter, of DeHaven & 
Townsend, Crouter & Bodine, has 
been elected Chairman, succeed- 
ing Walter A. Schmidt. 

William K. Barclay, Jr., of 
Stein Bros. & Boyce, was elected 
Vice-Chairman: and John F. 
Bunn, Jr.. of Bioren & Co., was 
elected Secretary and Treasurer, 
to succeed Albert R. Thayer, of 
Thayer, Baker and Co., who is 
retiring as Secretary and Treas- 
urer, after having served in that 
capacity since Sept. 12, 1929. 

Three members of the Exec- 
utive Committee elected to three- 
year terms are: George W. Elkins, 
Jr., of Elkins, Morris & Co.; 
George L. Morris, of Hornblower 
& Weeks: William H. P. Towns- 
end, of E. W. Clark & Co. Elected 
to the Executive Committee for a 
one-year term was Theodore C. 
Sheaffer. of Wurts, Dulles & Co., 
to fill the unexpired term of 
George B. Kneass, who has been 


elected a Governor of the Asso- 
ciation. 

These nominations were made 
by a committee consisting of: 
Norbert W. Markus, of Smith, 


Barney & Co., Chairman; Albert 
R. Thayer, of Thayer, Baker & 
Co.; Edward H. York, Jr., of 
Drexel & Co. 


Though admitting recent stringent credit restrictions will de- 
crease demand for motor cars, leading executive in industry 
expresses view, in absence of unwarranted controls, auto- 
mobile output will continue at high level. Calls for definite 
plans as to requirements for various military materials and 
as to coordination of war production and supply of consumers 
goods. Urges work week be increased temporarily to as much 
as 45 hours to prevent decrease in production of consumer 
goods because of armament program. 


There has been a great deal of 
discussion in the papers about the 
effect on the automobile industry 
of our country’s military require- 
ments, even to 
the point of 
rumors that 
some plants 
would be 
completely 
shut down 
andplaced 
entirely on 
war business. 
The recent 
stringent 
credit restric- 
tions on the 
financing of 
motorcars 
have started 
another round 
of rumors, re- 
sulting in fear of unemployment 
in some quarters in the industry. 


The industry is now producing 
cars and trucks at a very high 
rate, and a reasonable projection 
of the business for this year would 
be eight million cars and trucks in 
the United States, and American 
source material for about 400,000 
more in Canada, a truly tre- 
mendous business. Perhaps the 
production would be even a little 
greater if there were ample sup- 
plies of steel, tires, non-ferrous 
metals and other miscellaneous 
items. But it would not be a great 
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deal greater, for most of the units , 


in the industry are operating at 
or near their capacity, though 
with considerable difficulty. 


The recent credit restrictions 
undoubtedly will decrease the de- 
mand for motor cars, especially 
used cars, which indirectly will 
affect the demand for new cars. 
In normal years—and it is so long 
since we had one that it is diffi- 
cult to remember back that far— 
automobile sales drop off in the 
fall as compared to the spring, 
both on account of the weather 
and in anticipation of model 
changes. The shortage of cars 
created by the lack of production 
during the war has been so great 
that the demand has held up 
through the fall and winter every 
year since the war. Just exactly 
how it will work out this winter 
nobody knows, although I think 
that the industry will continue at 
a high level and will be able to 
sell most of the cars produced un- 
less there is some artificial and 
unnecessary additional curtail- 
ment of the business. We are 
making our plans in General 
Motors on the assumption that 
there will be no such interference 
with the business and that what- 
ever actions may be necessary to 
control inflation and promote the 
production of war material will 
be done sensibly and without 
causing unjustified lay-off of 
thousands of employees. 


Fear of Unnecessary Controls 

Of course, many people fear un- 
necessary government controls, 
and with some justification. There 
has been a tendency at times to 
use the threat of war or of a crisis 
to force controls on the people. I 
myself have no great confidence 
in any political or emotional type 
of planning. For example, I have 
not been favorably impressed by 
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the way the rubber situation has 
been handled in the last two 
vears. We have even ignored the 
lessons of 10 years ago. 


Four Phases of Problem 


There are four important parts 
or phases to the problem of 
simultaneous production for war 
and peace: 


First: What is the necessary vol- 
ume requirement for various mil- 
itary materials, and what and 
how much basic raw materials 
will this war production program 
require? What is equally impor- 
tant is the rate at which this ma- 
terial will be required. As far 
as I know no bill of material in 
total, giving the basic raw mate- 
rial requirements of the war pro- 
duction program, has ever been 
made up. I am sure that if this 
were done it would be found to 
be surprisingly small as compared 
to the nation’s capacity to pro- 
duce, except for a very few ma- 
terials. If this information were 
available, it would be very help- 
ful and possibly reduce some of 
the fear buying that has been go- 
ing on since Korea. Without this 
careful appraisal of our material 
requirements it will be impossible 
to make intelligent decisions re- 
garding necessary curtailment of 
civilian production. Thus civilian 
requirements, as well as_ the 
soundness of our whole economy, 
are liable to be prejudiced. 


Second: What materials should 
be stockpiled and how much of 
each? Certain materials, partic- 
ularly those produced outside the 
United States, must be stockpiled 
if there is danger of our sources 
of supply being cut off. How 
much of such material is needed 
by the military program and how 
much would be needed to sustain 
a minimum civilian requirement 
during a war should be deter- 
mined. It is a serious matter to 
begin the: stockpiling of as much 
as 10% of the current production 
of any commodity. If the stock- 
piling is as great as 25% of a 
commodity, it causes serious price 
increases and business disloca- 
tions. It would seem to me that a 
review of our stockpiling policies 
with the producers of these com- 
modities, where they are Ameri- 
can concerns, and with the users 
of these commodities, both for 
peace and war, would be well 
worth while. 

Third: The actual production of 
both military and civilian items in 
a manner that will achieve the mil- 
itary purpose while maintaining 
the economy and a reasonable 
supply of consumer goods. I am 
sure that the eventual pinch on 
the combined program of military 
and civilian production will be a 
manpower shortage. This will be- 
come clear after inventory re- 
quirements and facilities for pro- 
duction are readjusted. Most peo- 
ple do not realize that military 
items were not designed for mass 
production to anything like the 
degree that is true of consumer 
goods. As a result, there is more 
labor required per pound of ma- 
terial used in the production of 
military items than on civilian 
goods. I was surprised to find 
how much more labor General 
Motors required to convert a ton 
of steel into military products 
during the war than to convert a 
ton of steel into civilian products 
prewar. I am sure General Motors 


did a reasonably efficient job of 
fabrication on its war contracts, 
but it took only about one-quarter 
as much steel to keep a war pro- 
duction worker employed as it did 
to keep an automobile worker 
employed prewar. Five’ years 
after the war, due to our improved 
equipment and better plants 
and better methods, our workers 
are able to convert even more 
tons per man year into civilian 
products than they did prewar. 

This situation arises not only 
because military weapons are not 
designed for mass production but 
also because they are made of 
alloy steel, armor plate or other 
things that are hard to fabricate, 
or parts that must be very care- 
fully inspected and handled, like 
instruments, radar equipment and 
even aircraft engine parts. In ad- 
dition, machine tool builders have 
developed through the years many 
special high production machines 
for rapid fabrication of commer- 
cial material. These machine tool 
builders do not have the time to 
develop similar high-production 
machinery for war materials, and 
in many cases the volume or the 
changing design of the war ma- 
terial does not justify it anyway. 

If these observations apply gen- 
erally, and I am sure they do, the 
real shortage will be manpower, 
assuming we go ahead with a big 
military program. This shortage 
will be further aggravated by the 
number of men required for mil- 
itary service. This means that the 
only way we can have this big 
military program and at the same 
time have an ample supply of con- 
sumer goods is to work more effi- 
ciently. Since efficiency cannot be 
improved suddenly, we must work 
somewhat longer hours in the 
meanwhile. In other words, tem- 
porarily we should increase the 
average work week to as much as 
45 hours in order not to decrease 
the amount of consumer goods 
available and at the same time 
produce the necessary military 
goods. When the emergency is 
over or our military reserves have 
been built up to a safe point, we 
can then reduce taxes and restore 
the 40-hour week. Just how this 
can be worked out on a national 
scale, I appreciate, is quite a 
problem. Nevertheless, it is the 
only way to avoid more inflation 
and at the same time have both 
guns and butter. 


Fourth: How to avoid serious 
inflation due to the increased de- 
mand for goods and services su- 
perimposed on the normal peace- 
time economy by the military re- 
quirements? Inflation is a serious 
matter since it increases the cost 
of the military program, increases 
the cost of living, affects the 
standard of living of individuals, 
requires extra profits to keep 
businesses solvent and upsets the 
economy of the country. Inflation 
(reduced purchasing power of the 
dollar) depends upon money sup- 
ply and the willingness to spend 
on the one hand, and the avail- 
able goods and services to be 
bought on the other. The money 
supply depends on the fiscal pol- 
icies of our Federal Government, 
including tax policy, foreign aid 
policy, tariffs and subsidies; on 
the credit policies of banks and 
finance companies; and on the 
savings habits of businesses and 
individuals. The demand for 
goods and services depends upon 
the standard of living of the peo- 
ple for their personal require- 
ments, on government expendi- 
tures for material things, includ- 
ing stockpiling, military expendi- 
tures, and export policies, includ- 
ing foreign aid. The goods and 
services available depend on the 
production facilities and the ef- 
forts of the people, good crops or 
partial crop failures, average 
hours worked and number em- 
ployed. 


Pay-As-You-Go 
Since we only paid for one- 


half of World War II by taxation, 
we have spent five years in try- 
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ing to counteract the inflationary 
pressures created by that policy, 
which has decreased the purchas- 
ing power of a dollar almost 50%. 
Even before Korea, additional in- 
flationary pressure was develop- 
ing due to further increases in the 
money supply. Our public and 
private debt has reached an all- 
time high. At the end of 1949 it 
was $442 billion, an increase of 
$11.5 billion during that year. We 
know that it has increased fur- 
ther this vear. 

Unless we pay for our military 
programs and foreign aid pro- 
grams as we go, serious inflation- 
ary pressures will again be gen- 
erated to the deteriment of all. 
Misuse or abuse of credit, sub- 
sidies, speculation and unbalanced 
budgets always have their after- 
math. Temporarily they increase 
demand and stimulate business. 
Inflationary measures can be com- 
pared to narcotics. They require 
ever-increasing doses to produce 
the same result. The only way we 
can avoid serious inflation in the 
face of a military and world aid 
program is to recognize that as a 
nation we must pay as we go. Not 
only must the nation, including 
all individuals, be willing to sup- 
port a tax program to pay in 
money for these things, but we 
must be willing to support a work 
program that will produce them. 

To sum it all up, if we are to 
have both the military program 
and the world-aid program and at 
the same time maintain and even 
improve the standard of living 
to which Americans are accus- 
tomed, we are all going to have to 
work harder and more effectively. 


Magnus and Co. 
25th Anniversary 


CINCINNATI, Ohio—The in- 
vestment firm of Magnus and Co., 
dealers exclusively in tax-exempt 
municipal bonds, are celebrating 
their 25th anniversary. The firm 
was organized Nov. 2, 1925, with 
offices at 501-502 Dixie Terminal 
Building, and they have remained 
in that same location for the en- 
tire time, 

General partners in the firm 
are Herman M. Magnus and 
Julian A. Magnus, and both mem- 
bers of the firm prior to the 
formation of Magnus and Co. 
were partners in the investment 
firm of J. C. Mayer & Co., and 
between them have approximately 
65 years of experience in the 
investment business. Participat- 
ing partners in the firm of Mag- 
nus and Co. are Harry J, Lameier 
and Robert H. Wordeman. 

Both Herman and Julian Mag- 
nus served in the armed forces 
during World War I, and during 
World War II organized and 
handled the sale and distribution 
of government bonds for all eight 
War Loan Drives for Division 
Five of Hamilton County. They 
are members of the Investment 
Bankers Association of America 
and charter members of the Mu- 
nicipal Bond Dealers Association 
of Cincinnati, as well as the 
Bankers Club of Cincinnati. 


New Quarters for Walston, 


Hoffman & Goodwin 


PHILADELPHIA, Pa. — The 
Philadelphia office of Walston, 
Hoffman & Goodwin has been 


moved to enlarged street level 
quarters at 1420 Walnut Street. 
The new offices, which are 
equipped with every modern 
brokerage facility, are connected 
with the firm’s 33 other offices 
throughout the country. The firm 
are members of the New York 
Stock Exchange, the New York 
Curb Exchange, San Francisco 
Stock Exchange, Los Angeles 
Stock Exchange and the Philadel- 
phia-Baltimore Stock Exchange. 
Announcement is also made of 
the association with the Philadel- 
phia office of Warren E. Swank as 
registered representative. 
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- 
Fred N. Ogden G. Price Crane 


Arthur J. Keenan 
At the recent annual meeting of the New Orleans Security 
Traders’ Association, the following officers were elected: 
President—Fred N. Ogden. 
Vice-President—Arthur J. Keenan, St. Denis J. 
Secretary-Treasurer—G. Price Crane. 
Delegates—Wm. Perry Brown, Newman, 
Macrery B. Wheeler, Wheeler & Woolfolk. 
Alternates—Gilbert Hattier, White, Hattie: 
Joseph H. Weil, Weil & Arnold. 


Viller & Co. 
& he 


3rown and 


& Sanford, and 


GEORGE PHILLIPS WON LOW GROSS 


George Phillips of W. D. Gradison & Co., 


Cincinnati, Ohio was the winner of the Low 


Gross in the golf tournament at the National 
Security Traders Association Convention with 


a score of 71. It was reported in error that 


this score was made by Joseph Phillips of 


Pacific Northwest Company. 


George Phillips 


SECURITIES DEALERS OF THE CAROLINAS, INC. 

The Securities Dealers of the Carolinas will hold their annual 
meeting Oct. 26 and 27 at the Mid Pines Inn at Southern Pines, 
N. C.. and will elect new officers at this meeting. 


SECURITY TRADERS ASSOCIATION OF NEW YORK 


John J. Meyers, Jr. 


George V. Hunt Alfred F. Tisch 


‘The following candidates have been nominated by the Nomi- 
mating Committee of the Security Traders Association of New 
York for office for the year 1951: 

President: Leslie Barbier, G. A. Saxton & Co., Inc. 

Lirst Vice-President: Harry L. Arnold, Paine, Webber, Jack- 
60n ‘< Curtis. 

Second Vice-President: John J. Meyers, Jr.. Gordon Graves 

Treasurer: George V. Hunt, Starkweather & Co. 


‘32eretary: Alfred F. Tisch, Fitzgerald Co. Inc. 
U.rectors (Two-Year Term): John F, McLaughlin, McLaugh- 
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lin, Reuss & Co.; John S. French, 


Eagan, Frank C. Masterson 
Siegel & Co. 
Trustees 


of Gratuity Fund 


A. C. Allyn & Co. Inc.: Joseph C. 
& Co., 


and Nathan A. Krumholz, 


(Two-Year Term): George V. 


Leone, Leone & Pollack, and Lawrence Wren, Allen & Co. 
Nominating Committee (four members to be elected): Michael 
J. Heaney, Michael J. Heaney & Co.; L. A. Gibbs, Laird, Bissell & 
Meeds:; Henry R. Schmitt, Pulis Dowling & Co.; Frank J. Orlando 
Goodbody & Co.; Milton Van Riper, John C. Legg & Co.; William 


Frankel, J. 


F. Reilly & Co.; Arnold J. Wechsler, Ogden, Wechsler 


& Co.: Carl Swenson, G. H. Walker & Co.: Edwin L. Tatro, Edwin 


L. Tatro Co.- 
Salvatore J. 
Blair, 


Allison W. 
Rapvpa, F. 


Rollins & Co., Inc.; 


Marsland, 
S. Moseley & Co:: 
Bert Berbank, White, 


Wood, Gundy & Co., 
James E. C. 


Weld 


me.; 
Garin, 
& Co.: 


Henry Kuipers, Griffin, Kuipers & Co, 
National Committeemen: Samuel F. Colwell, W. E. Hutton & 


Co.; Irving P. Grace; W. C. Pitfield & Co., Inc.: 


burg, Reggenburg & Co. 


Stanley Roggen- 


National Committeemen Alternates: John J. O’Kane, Jr., John 


J. O’Kane, Jr. & Co.; Charles M. Zingraf, Laurence M 


Marks & 


Co.; Henry Oetjen, McGinnis &-Co.; Harold B. Smith, Pershing & 
Co.; Edward J. Kelly, Carl M. Loeb, Rhoades & Co. 


Nominations other than 


those 


selected by the Nominating 


Committee can be made by a petition presented to the Secretary 


endorsed by 15% 
All such 
Election. 


nominations shall 


STANY BOWLING LEAGUE 


Bowling League standings 


as of Oct. 


of the members eligible to vote for candidates. 
close 15 


days prior to the Annual 


27 for the Security 


Traders Association of New York are as follows: 


TEAM 


Won Lost 


Leone (Capt.), Krasawich, Reilly, Pollock, Gavin 12 
Serlen (Capt.), Gersten, Gold, Krumholz, Young 10 
Bean (Capt.), Kaiser, Crowney, Gronick, Rappa 10 : 
Burian (Capt.), Manson, King, Voccoli, G. Montanyve 9 6 


Krisam (Capt.), Bradley, 


Montanye, 


Weisman, Gannon .. 6 


H. Meyer (Capt.), Smith, Farrell, A. Frankel, La Pato 8 


Hunter (Capt.), Lytle, Reid, 


Kruge, 
Mewing (Capt.), Klein, Flanagan, Manney, 


Michels ¥ 8 
Ghegan } 9g 


Kumm (Capt.), Weseman, Tisch, Strauss, Jacobs 3 8) 
Goodman (Capt.), Casper, Valentine, M. Meyer, H. Frankel 5 10 
Greenberg (Capt.), Sullivan, Stein, Wechsler, Siegel : 10 
Donadio (Capt.), DeMaye, O’Connor, Whiting, Workmeister 11 

The Leone (Leone & Pollock) team beat Bill Kumm’s (Dunne 
& Co.) keglers 2 to 1 last Thursday: if Al Tisch (Fitzgerald & Co.) 


was there it may have been different. 


Co.) must have gotten a shot in 
567 series. 


Kaiser 


arm for 


(Grady, Berwald & 


the he came up with a 


Purchasing Agents Report New Orders Decrease 


Report of Business Survey Commitiee, headed by Robert C. 
Swanton, indicates also some let-up in rising production and 
inflational trend. 


A composite opinion of pur- 
chasing agents who comprise the 
National Association of Purchasinz 
Agents’ Business Survey Commit- 
tee, whose 
Chairman is 
Robert C. 
Swanton, 
Director of 
Purchases, 
Winchester 
Repeating 
Arms Com- 
pany, Division 
of Olin Indus- 
tries, Ince., 
New Haven, 
Conn., indi- 
cates that in 
October, 
for the second 
consecutive 
month, there 
was a slowing down in the pres- 
sure to book new orders. 

Further growth of future pro- 
duction commitments is reported 
by only 33%, compared to the top 
of 80% in August. 52% continued 
to maintain their: high level of 
bookings, while 15% report some 
liquidation of the peak back-order 
position. New military business 


Robert C. Swanton 


‘increased during the month, but 
_ the volume was not sufficient to 
_cover the decline of-new civilian 


orders. 


Production trends, which usu- 
ally lag behind the trend of new 
orders, also turned down in Oc- 
tober. Increased production was 
reported by 45%, compared to 
72% in August and 35% in Sep- 
tember. In the heaviest swing 
since March, 10% report lower 
production. The trend is being 
influenced by seasonal conditions, 
shortages of materials, and a 
smattering of small strikes 
throughout the country. So far, 


priority orders have not had 
much impact on industrial sched- 


concen- 
metal- 


ules, They are 
trated in the me 
working industries. 

Prices continued the inflation- 
ary trend, but the force seems to 
be declining. Industrial inven- 
tories were down again. Employ- 
ment is leveling off at the high 
rate of the year. Buying policy is 
unchanged, being scheduled to 
cover only planned requirements 

Purchasing agents, endeavoring 
to weigh the effects of continued 
government stock-piling of crit- 
ical materials, the use ot priorities 
and credit restrictions, are ex- 
tremely cautious in forecasting 
conditions for the immediate fu- 
ture, 


largely 
and 


tals 


Commodity Prices 

The price structure continues to 
climb, but the movement is 
slower. Principal ircreases were 
in manufactured goods as raw ma- 
terials have not moved appreci- 
ably during October. Escalator 
clauses are becoming more com- 
mon. No reduction is reported in 


the premium prices being exacted. 


for aluminum, copper, zinc, niekel 
and steel. Easing in these gal- 
loping markets may be near, how- 
ever, as the force of credit 
limitations reaches back to the 
point of production. 


Inventories 


Industrial inventories went 
substantially lower in October— 
in many instances, below safe 
operating stocks. Slow and ex- 
tended deliveries of critical ma- 
terials have put many ‘industrial 
consumers on a day-to-day basis 
and are causing increasing mal- 
adjustments in inventories. Ex- 
pediting is now a major function 
of purchasing. Conversion to 
substitutes is reported risky; for 
today’s substitute may 
tomorrow’s critical item. 


become 


cle... Thursday, November 2, 1950 


Empleyment 


The overall picture shows con- 
tinuing high employment. Pay 
rolls appear to be leveling off -at 
the top rate of August. Skilled 
workers are hard to find. There 
is some shifting into defense fac- 
tories. Some relief can be ex- 
pected, as agricultural workers 
move into industry this winter. 
Where materials are available, 
many plants are increasing the 
work-week. 
Buying Policy 

has been 
policy 
10% 


There 
buying 
month. 
their 


no change in 
during the past 
are able to keep 
principal buying range 
within 90 days. The other 30% 
are predominantly on a four- 
month schedule, with a few going 
on up to six months. Very few 
have had to reduce or cancel 
orders to bring inventory and 
commitments within the limits 
prescribed by NPA. Buyers are 
critical of suppliers who, having 
established voluntary allotments, 
are insisting on reducing them by 
the amount of any priority orders 
submitted by the purchaser. 


Charles Enyart With 
Francis |. du Pont Go. 


CHICAGO, du 
Pont & Co., members of New 
York and all 
principal se- 
curity and 
commodity 
exchanges, 
announce that 
Charteées 
Enyart, for- 
merly Pres- 
i@aen? @% 
Enyart, Van 
Camp & Co., 
becoir. 
associated 
with their 
Chicazo Ol- 
fices, 206 
S2OuUutLR 8a 
Salle Sircet 
Mr. Envart’s experience on La 
Salle Street dates back to 1910. 
Enyart, Van Camp & Co. started 
business in the depression of 1932 
and dissolved in 1948. 
Mr. Enyart haus recently been 
Vice-President of Thomas E. King 
& Co. 


New York Municipal 
Bond-Women Elect 


Cathleen K. Morin, of Smith. 
g3arney & Co., was elected Pres- 
ident of The Municipal Bond- 
women’s Club of New York, suc- 
ceeding Vera M. Smith of G. H. 
Walker & Co., at its annual meét- 
ing. 

Margaret M. O'Neill, of Adams, 
McEntee & Co., Inc., was elected 
Vice-President, succeeding Jean- 
nette H. Wilson, of Drexel & Co.: 
Edith Mertens of the Mercantile- 
Commerce Bank & Trust Co. was 
elected Secretary, succeeding J. 
Elizabeth Dickimson of Aubrey G. 
Lansten & Co., Inc., and Frances 
W. tIsengard of Harry Downs & 
Co., was elected Treasurer, suc- 
ceeding Elaine C. Haggerty of 
Phelps, Fenn & Co. 

Elected members of the board 
of governors are: Dorothy Root 
of F. S. Smithers & Co. and 
Louise Bullwinkel of Tripp & Co., 
Inc. . 

Continuing governors will be 
Vera M. Smith, retiring Pres- 
ident; Gladys S. Degner of King, 
Quirk & Co., Inc., and Olga E. 
Fluck ef Brown Brothers, Harri- 
man & Co. 


Ill.— Francis I. 


nas 


Charles E. Enyart 


George Lee 


George Cabot Lee died 
home at the age of 79. 
his retirement he 
than 40 years a 
Lee Higginson 
Boston. 


at his 
Prior to 
was for more 
member of the 
Corporation of 
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Plan for Total Peace Offensive 


By WALTER P. REUTHER* 
President, United Aute Workers, CIO 


Asserting if we break botilenecks of monopolies and scarcity 
and mob_lize full productive power, American output can be 
increased by $30 billions, prominent labor leader offers as 


positive peace offensive: (1) 


creation of a United Nations 


fund for economic and social rehabilitation, and (2) organi- 

zation of a People’s World Assembly for Peace. Says pro- 

posed United Nations fund should be at least one-half of 
annual increase in value of our national production. 


The struggle between freedom 
and tyranny—between democracy 
and Communism, is a struggle for 


men’s. minds, their hearts, and 
’ their loyalties. 
We can not 

win this strug- 

gle— we can 


not make free- 


dom secure 
and build 
peace in the 
world if we 
fight Commu- 
nism with 
guns alone. 
We shall de- 


feat the forces 
of Communist 
tyranny and 
create the 
world envir- 
onment in 
which a just and lasting peace can 
be won only if we mobilize the 
full strength of the free people of 
the world to fight the forces of 
Communism on every front. This 
requires that American democracy 
fully mobilize its human and ma- 
terial resources—its economic and 
spiritual power to forge both the 
weapons of war to stop Commu- 
nist aggression on the military 
front, and the tools of peace to 
fight poverty, hunger and injus- 
tice on the economic and social 
front. Communism offers the hun- 
gry and underprivileged people of 
the world the promise of economic 
security at the price of political 
and spiritual enslavement. We 
must prove that in a democratic 
society men can have both bread 
and freedom. We must answer the 
propaganda of the Cominfrom not 
by pious slogans about democ- 
racy’s virtues, but by a bold pro- 





Walter P. Reuther 


gram of social and economic ac- 
tion. 

Communism can not match the 
propaganda of practical demo- 
cratic performance. While build- 
ing adequate military strength, 


the free nations of the world must 
launch a positive peace offensive 
—a total war against poverty and 
social injustice. Communism, in 
its drive for world domination, 
has perfected the technique of 
forging hunger and human des- 
peration into weapons of aggres- 
sion. This is the key to the ability 
of the dictators in the Kremlin to 
exploit and use native troops in 
every part of Asia. For too long 
we have made the tragic mistake 
of believing that freedom’s fight 
in Asia could be won alone in the 
battlefields. It is imperative that 
we learn the lesson and act in the 
knowledge that freedom’s fight 
must also be won in the rice fields. 

Communism did not conquer 
China. Communism moved in to 
fill the vacuum created by our 
failure to wage war against pov- 
erty and hunger. 

In this hour of challenge the 
American economy is freedom’s 
greatest asset. If fully mobilized, 
the American economy is capable 
of producing both the weapons for 
adequate military defense and the 
tools for a total peace offensive. 

History has made America the 
custodian of world freedom. I am 
confident that the American peo- 
ple are prepared to carry out the 


responsibilities of world leader- 
ship. 
I have had an opportunity to 


talk to and with thousands of my 





*An address by Mr. Reuther at the 
19th Annual New York Herald-Tribune 
Forum, New York City, Oct. 24, 1950. 





fellow countrymen in all walks of 
life. Out of that experience I as- 
sert that the American people un- 
derstand the meaning of the world 
challenge which confronts them, 
and they are ready to step up to 
their responsibility in meeting the 
challenge. If we are to discharge 
our world responsibility and suc- 
cessfully stop the forces of Com- 
munist tyranny, we must demon- 
strate a sense of social responsi- 
nility and develop a position of 
moral leadership in the world 
equal to our economic and mili- 
tary leadership. 

Military leadership can be ef- 
fectively demonstrated on the bat- 
ilefields. Social responsibility and 
moral leadership must be demon- 
sirated on the economic and so- 
cial fronts in the fignt against 
hunger, disease and injustice. 


What Needs to Be Done 

We know what needs to be 
done. Working through the United 
Nations, the free people of the 
world must pool their resources in 
a common effort to help people 
to help themselves—to increase 
food supplies through better agri- 
culture, to raise living standards, 
to provide protection against dis- 
ease and security against floods, 
to build hospitals, roads and 
power plants, and to provide edu- 
cational opportunities for every 
child. By such a positive peace 
offensive, we substitute the propa- 
ganda of the deed for the propa- 
ganda of the word. Thus democ- 
racy backs up its noble promises 
with practical performances. 

Unfortunately, there are men of 
little faith among us who will say 
that America can not and should 
not carry out such a positive peace 
offensive. These are the same little 
men who advocated too little and 


too late, both before and afte 
Pearl Harbor. These men _ with 
little faith and less vision stub- 


bornly cling to the economics of 
monopoly and scarcity, and try 
to block every effort to mobilize 
America’s capacity to create 
abundance. The apostles of too 
little and too late were wrong in 


1940—they are eaually wrong to- 
day. 
The American economy had to 


be taken out of the strait-jacket 
of economic scarcity to defeat the 
torces of Hitlerism. Once again it 
is necessary to expand America’s 
productive capacity of steel, alu- 
mium, power and other basic ma- 
terials now in short supply, if we 
are to defeat the forces of Com- 
munism. We can not permit pri- 
vate economic decisions to jeop- 
ardize our future. If private in- 
dustry will not accept its full re- 
sponsibility, the government of 
necessity, as the agent of the peo- 
ple, must once again see that the 
job is done. 

In the political field, these men 
of little faith specialize in telling 
us that we can not afford to ad- 
vance the general welfare, that we 
can not afford to develop our na- 
tural resources through river val- 
ley programs like TVA, and that 
we can not share generously our 
economic wealth to help other free 
peoples to help themselves in 
building up their economic 
strength and restoring their faith 
in democratic government. These 
men of little faith are always will- 
ing to spend freely for the purely 
negative purposes of war and de- 
sruction, but they resist every ef- 
fort to spend for the positive pur- 
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poses of peace and progress. They 
fought to slash $500 million from 
the ECA appropriations and to 
deny the President the small 
funds he requested to implement 
his Point IV proposal. 

We need to raise our sights on 
what we are able and willing to 
do to help people help themselves, 
and to work at the job of cre- 
ating the conditions for peace 
throughout the world. 


Must Carry Out Total Peace 
Offensive 

Neither war nor peace are in- 
evitable. We must be prepared for 
total war, while at the same time 
we must carry out a total peace 
offensive as the best hope of 
avoiding total war. 

We must demonstrate the wis- 
dom and courage to remove the 
price tag from our efforts at 
Waging peace. 

World War II, when fully paid 
for, will cost the American people 


$1,300 billion. The $45 million 
which President Truman re- 
quested for the first year for 


roint IV, and which the men of 
little faitn fought to block, is 
cqual to the cost of just 1 hour 
aid 13 minutes of World War II. 
We could spend $45 million every 
year for the next 30,000 years and 
still spend only as much as World 
War II cost the American peopie. 
The entire cost of TVA to date has 
been less than the cost of fighting 
World War II for one day. 

If we break the bottlenecks of 
monopolies and scarcity, and mo- 
bilize our fuil productive power, 
we can increase the output of the 
American economy by $30 billion 
in the next two years. By 1955 
we cen be producing at the an- 
nual rate of $350 billion a year in 
goods and service. The key to 
total production will be found not 
in speedup and inhuman exploi- 
tation of labor, but in the full 
utilizaticn of our technical know- 
how and our material resources. 
If fully mobilized, the American 
economy is capable of producing 
enough to meet our defense needs 
while at the same time devoting 
billions a year to the carrying out 
of a positive peace offensive. 

The world will judge America 
not by our technical progress, but 
rather by our ability to translate 
technical progress into human 
progress human security — and 
human dignity. 

America’s tremendous material 
wealt1 can play a decisive part 
in the winning of world peace. 
However, if we fail to develop a 
moral equivalent, Our great ma- 
terial wealth can be a liability. 
Our dilemma results from the se- 
rious cultural and moral lag be- 
tween America’s progress in the 
physical sciences and its lack of 
comparable progress in the eco- 
nomic and social sciences. 

We know how to split the atom 
and produce the H bomb, but we 
haven't learned to feed hungry 
people when there is plenty to 
eat. We have learned to work 
with machines and materials, we 
have yet to learn how to work 
with men. We must convince the 
people of the world that we pro- 
pose to share with them our ma- 
terial wealth, our knowledge and 
our skills, not to dominate or en- 
slave their lives, but to help them 
help themselves in the building 
of a richer and freer life. 

Hundreds of millions of people 
throughout the world are in re- 
volt against poverty and injustice, 
against imperialism and colonial- 
ism. We must help these people 
find a democratic alternative or 
Communism will move in to fill 
the vacuum created by our fail- 
ure. We must make it absolutely 
clear that America stands on the 
side of those who fight oppression 
and tyranny of the old colonial 
variety as well as the new Com- 
munist variety. 

We must practice at home what 
we preach abroad. There is no 
room in America, as there is no 
room anywhere in the world, for 





second class citizenship. We must 
assure civil rights and equal op- 
portunity for all of our citizens, 
regardless of race, creed, or color. 
Nowhere is the gap between 
American democracys promises 
and its performance so great. The 
task of closing that gap is high on 
the list of democracy’s unfinished 


business, Continued discrimina- 
tion against minority groups in 


America provides the Communists 
With a psychological and propa- 
ganda weapon as devastating as 
the H bomb. 

Furthermore, until we abolish 
discrimination in America, we 
cannot hope to provide the moral 
leadership in the world which we 
need to balance our economic, 
military, and political leadership. 


Proposal of Positive Peace 
Offensive 

To implement the launching of 
a positive peace offensive, I pro- 
pose that the American people 
pledge by act of Congress to con- 
tribute for an indefinite period an 
annual contribution equal to at 
least one-hali of the annual in- 
crease in the value of our national 


production, sucn contribution to 
be used to create a United Na- 
tions tund for economic and so- 
cial reconstruction to be used to 
help people help themselves to 
develop their material and eco- 
nomic resources in the building 
of a better life. Other nations 
would be asked to make contri- 


butions according to their ability. 

On acceptance oi this proposal 
by a majority of its members, the 
United Nations should convene an 
international conference to seek 
universal disarmament, with full 
rights of inspection and other se- 
curity controls in the United Na- 
tions. Aid from the economic 
fund shall go to those nations 
which agree to universal disarma- 
ment. lf disarmament cannot be 
achieved, those nations which fa- 
vor it snall bind themselves in a 
program Of mutual defense and 
shall agree not to employ their 
armed forces except by airection 
of a majority vote in the General 
Assembly of the United Nations. 

Finally, I propose that when a 
majority of the member nations 
agrees to this proposal, the United 
Nations shall call a Peoples World 
Assembly for Peace at which dele- 
gates from all walks of life in 
every participating nation shall 
make recommendations as to how 
the program of economic and so- 
cial reconstruction shall be car- 
ried out. Annually thereafter the 
Peoples Assembly shall be con- 
vened to hear reports On past per- 
formance of the program and to 
make recommendations for future 
action. 

I offer this proposal for the con- 
sideration of my fellow Ameri- 
cans. I offer it in the belief that 
all of us are convinced that mili- 
tary action alone cannot assure 
us that we shall achieve peace. I 
offer it with the conviction that 
human misery and injustice can 
be wiped out, and that the present 
resources and the knowledge of 
the world make it possible within 
a definite period of time for all 
men to be able to enjoy a full 
measure of economic security, hu- 
man dignity, and political and 
spiritual freedom. 

We must move in that direction 
with all the strength of the free 
world, and we must start moving 
now. In addition we must start 
now to strengthen and _ build 
through the United Nations prac- 
tical and adequate machinery to 
meet the problems of our world 
community, so that as rapidly as 
possible the rule of law shall dis- 
place the rule of force. 

Never has the future held more 
promise; never has the future 
been more pregnant with disaster. 


Democracy must provide man 
with a positive fighting faith 
which will inspire the will and 


the know-how to translate moral 
and ethical values into basic eco- 
nomic and political decisions. 
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We can build a better world 
in which men can live in peace, 
security and dignity. If nations 
can be mobilized to fight and sac- 
rifice for the negative ends of 
war, then we must find a way to 
tap the spiritual reservoir of free 
men and get people marching and 
fighting with equal determination, 
for the positive ends of peace. # 
people will make the supreme 
sacrifice in war because they share 
a common hate and fear, we can 
and we must find a way to get 
people of good will, working and 
sacrificing together, to win the 


common hopes and aspirations 
they share in peace. 
This positive mobilization for 


peace is democracy’s great chal- 
lenge. We in America share the 
major portion of world responsi- 
bility. The hour is late—we must 
not fail the world we must 
not fail ourselves! 











Business 
Man’s 


Bookshelf 


Accounts and Taxes — Partial 
record of the First Kentucky In- 
stitute on Accounting and Tax 
Practitioners’ Forum, University 
of Kentucky, Lexington, Kly.—- 
paper. 


Arthritis — And the Miracle 
Drugs—Alton L. Blakeslee—Pub- 
lic Affairs Pamphlets, 22 East 38th 
Street, New York 16, N. Y.— 
paper—20c. 


Dear Stockholder — Bob Het 
mann and Roger Fox—(80 pic- 
tures and whimsical captions that 
poke fun at the stuffy way ‘cor- 
porations issue annual reports to 
their stockholders)—B. C. Forbes 
& Sons Publishing Co., Inc., 80 
Fifth Avenue, New York 11, N. ¥% 
—paper—$1.50. 


Faith, Purpose and Power— 
James P. Warburg—Farrar, Straus 
and Company, Inc., 55 East 34th 
Street, New York 16, N. Y.—$2.00. 


How to Make a Killing in Wall 
Street and Keep It— Augens—-Box 
212, Wall Street Station, New 
York 5, N. Y.—paper—$1.00. 























Impact of Government on Reza) 
Estate Finance in the United 
States, The — Miles L. Co vcan— 
National Bureau of Economic Re- 
search, 1819 Broadway, Ne.. York 
23, N. Y.—cloth—$2.50. 


Indiana Gross Income Ta. , The 
— Kenneth C. Back — Uni ersity 


of Kentucky, Lexington, = 
paper. 
Kentucky Taxes Affectin Life 


Insurance—Charles R. Lockyer— 
University of Kentucky, ! © Inge 
ton, Ky.—paper. 


Story of the Pennsylvania | urn- 
pike, The—Penelope Reda vones 
— illustrated — P. R. ana 4. N. 
Jones, Camelot Farms, Mec!:212ics+ 
burg, Pa.—$1.00. 


Valley Authorities — Ra. ond 
Moley—American Enterpris As- 
sociation, Inc., 4 East 4list ..reet 
New York 17, N. Y.—pape:.—J0¢. 


With Davies & Me)... 


(Special to Tue FinaNciaAL CHRONiv_2) 

OAKLAND, Cal.— Geo. 52> 

Melchonian is with Dav es 
Mejia, 1430 Franklin Stre-., 


Mitchum, Tully Adus 


(Special to THe Frnanciat Curor. 2) 
SAN FRANCISCO, Cal.—VThar- 
les J. Briggs and Louis | Vok 
have been added to the siuaff of 
Mitchum, Tully & Co., 405 .ont- 
gomery Street, members ci the 
Los Angeles Stock Excha 
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At a regular meeting of the 
board of directors of The National 
City Bank of New York held on 
Oct. 31, Louis S. Marsh was ap- 
pointed an Assistant Cashier. He 
is in the overseas division and 
located at the head office of the 
bank. 

Thomas J. McCouliff, President 
of The Oneida Savings Bank, of 
Oneida, N. Y., was elected Chair- 
man of The Savings Banks Retire- 
ment System at the annual meet- 
ing of the trustees of the system 
on Oct. 26. Mr. McCouliff, who 
has been Vice-Chairman since Oc- 
tober, 1948, succeeds John S. Rob- 
erts, President of Flatbush Savings 
Bank, Brooklyn, N. Y., whose term 
of office as a trustee expired on 
Sept. 30. Mr. Roberts had been a 
trustee for six years and Chair- 
man since October, 1948. Walter 
J. Hess, President of Ridgewood 
Savings Bank, Ridgewood, N. Y., 
was elected Vice-Chairman. Rob- 
ert Matherson, Jr., was re-elected 
President of the System. William 
W. Sullivan, E. Henry Powell and 
Mary F. Stow were re-elected 
Treasurer, Secretary and Assistant 
Secretary, respectively. Edward J. 
Lacombe was elected Assistant 
Treasurer. The trustees reported 
the system’s assets, as of Sept. 30, 
1950, of $15.3 million and partici- 
pation in the system by 90 banks 
and 4,197 employees. 

William C. Henchy of the Worth 
Street branch of the Chase Na- 
tional Bank of New York, James 
P. Mitchell of the West Coast dis- 
trict, Hamilton T. Slaight of the 
public utilities department, Joseph 
M. Walsh of the Rockefeller Cen- 
ter branch, and Crawford Wheeler, 
in charge of public relations, all 
Second Vice-Presidents of the 
bank, were promoted to Vice- 
Presidents of the Chase National 
at a recent meeting of the direc- 
tors. At the same time the board 
advanced three Assistant Cashiers 
to the rank of Second Vice-Presi- 
dents viz.: James Bloor of real 
estate and mortgage loan; William 
R. Bottenus of the trust depart- 
ment, and Paul F. Clarke of pub- 
lic utilities. Kenneth E. Hill, en- 
gineer in the petroleum depart- 
ment, also was appointed a Sec- 
ond Vice-President, and Harold 
French, heretofore Assistant Man- 
ager, was promoted to Manager of 
Garfield branch. Other appoint- 
ments to the official staff were 
Cornelius D. Howland, Roger M. 
Keefe, John B. M. Place and 
Douglas C. Murphy, Assistant 
Cashiers; John B. Dunlap, Jasper 
Hjelstrom, John R. Keogh, Alfred 
L. Lankenau, John S. O'Connell, 
Jack A. Peyman and James A. 
Ure, Assistant Managers at New 
York City branches, and Charles 
A. Ehren, William H. Lantz and 
James W. Watts, Assistant Man- 
agers in the foreign department. 


Following a meeting of the 
board of directors of the Bank of 
the Manhattan Company, of New 
York. Lawrence C. Marshall,.Pres- 
ident, announced that Ernst C. 
Ophuls had been appointed a 
Vice-President of the bank. Mr. 
Ophuls joined the bank in 1946 to 
become its European. representa- 
tive with offices in London. Since 
1949 he has been an Assistant 
Vice-President at the bank’s head- 
quarters in New York City. 


Six former officers of Brooklyn 
Trust Company of Brooklyn, N. Y., 


have been appointed Vice-Presi- 
dents of Manufacturers Trust Com- 
pany of New York, Henry C. Von 


Elm, President, announced on 
Oct. 30. They were: George A. 
Barnewall, Everett M. Clark, 
Frank H. Clark, Paul F. Ely, Al- 
fred G. Ruehle and Wallace H. 
Sloat. The appointments were 
made in consequence of the recent 
merger of the Brooklyn Trust 
into Manufacturers Trust. In ac- 
cordance with the merger agree- 
ment, George V. McLaughlin, for- 
merly President of Brooklyn Trust, 
was appointed Chairman of the 
Executive Committee of Manufac- 
turers Trust. The merger became 
effective after the close of busi- 
ness Oct. 13, as noted in our issue 
of Oct. 19, page 1506. 


George H. Smith has been elect- 
ed Vice-President in Charge of 
Business Development of the 
American Trust Company, of New 
York, Harvey L. Schwamm, Presi- 
dent, announced on Oct. 31. Mr. 
Smith was formerly associated for 
many years with the Bankers 
Trust Company. 


The dinner meeting of the 25- 
Year Club of the Lincoln Savings 
Bank of Brooklyn was held re- 
cently in the Hotel Granada in 
Brooklyn. At the meeting the fol- 
lowing new officers for the club 
were elected: John A. Elbe, Presi- 
dent; Fred Honold, Vice-Presi- 
dent; Charles J. Kipp, Secretary- 
Treasurer. The club now has 40 
members who have served the 
bank for 25 years or more. Mr. 
Doscher, the retiring President of 
the club, has served the bank for 
over 55 years. 


A historical exhibit has been set 
up by the Roosevelt Savings Bank 
of Brooklyn, N. Y., to honor Theo- 
dore Roosevelt’s birthday which 
occurred on Oct. 27. In the exhibit 
are newspaper cartoons and other 
pictorial material published dur- 
ing Mr. Roosevelt’s lifetime illus- 
trating various phases of his 
career, including the origin and 
development of the Teddy Bear. 
Material for the exhibit was ob- 
tained from Harvard University, 
the Roosevelt Memorial Associa- 
tion, the New York Public Library 
and individual collectors. It will 
be on display during regular bank- 
ing hours for approximately three 
weeks. 


The Land Title Bank & Trust 
Co. of Philadelphia, has opened 
a new downtown office at Inde- 
pendence Square, 5th and Chest- 
nut Sts. The former branch at 
517 Chestnut St. has been closed 
since the State has acquired the 
property for the Independence 
Hall Mall project. Decor of the 
new quarters has been carried out 
in early American style to con- 
form to the Colonial architecture 
of the historic buildings. which it 
will adjoin. 


At a special meeting on Dec. 1, 
the stockholders of the Farmers 
Deposit National Bank of Pitts- 
burgh, will act on a proposal to 
merge their institution with the 
Mellon National Bank and Trust 
Company of Pittsburgh. Advices 
appearing in the “Wall Street 
Journal” of Oct. 31 stated that 
the latter bank owns about 90% 
of the outstanding stock of Farm- 
ers Deposit, which is Pittsburgh’s 
oldest bank. The same advices 
said: 

“Announcement of the planned 
acquisition was made yesterday 
by Richard K. Mellon, Chairman 
of Mellon National Bank & Trust 
Cv., and Arthur E. Braun, Chair- 
man, and John S. Smith, President 
of Farmers Deposit. 
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“The announcement said that 
under National Banking Laws, a 
National bank is not permitted to 
hold the stock of another bank 
except at the discretion of the 
Comptroller of Currency. Mellon's 
stock interest in Farmers was ob- 
tained as a result of its merger 
with the Union Trust Co. of Pitts- 
burgh, which had purchased a 
majority of Farmers’ stock in 1919. 
After the merger of Mellon Bank 
and Union Trust in 1946, permis- 
sion was granted Mellon to retain 
various stocks, including the stock 
of Farmers, for five years.” 

Following the recent action of 
the Mercantile National Bank of 
Chicago in increasing its capital 
from $1,000,000 to $1,250,000, the 
board of directors, at its October 
meeting, authorized an increase in 
the surplus account from $1,000,- 
000 to $1,250,000. The enlarged 
capital of the bank, resulting from 
the sale of $250,000 of new stock, 
became effective Oct. 13. 


Bartholomew O’Toole, President 
of the Pullman Trust & Savings 
Bank of Chicago, has announced 
the election of Edwin C. Spanier 
as Cashier. In indicating this, the 
Chicago “Tribune” of Oct. 29 
added that Mr. Spanier, who start- 
ed with the bank as an office boy 
in 1918, was elected Assistant 
Cashier in 1944. 


As of Oct. 19, the Uptown Na- 
tional Bank of Chicago has in- 
creased its capital from $1,000,000 
to $1,250,000 through the sale of 
$250,000 of new stock. 


The First National Bank at 
Ponca City, Okla., doubled its 
capital, effective Oct. 17, raising 
it from $100,000 to $200,000 by a 
stock dividend of $100,000. 


As the result of a stock divi- 
dend of $600,000, the First National 
Bank of Memphis, Tenn., has in- 
creased its capital from $2,400,000 
to $3,000,000, effective Oct. 13. 

Mills B. Lane, Jr., President of 
the Citizens and Southern National 
Bank of Atlanta, Ga., announces 
that Jack F. Glenn will on Jan. 1 
assume his duties in the newly- 
created position of Assistant Pres- 
ident and member of the board of 
directors of the bank. Mr. Glenn, 
an investment banker with 15 
years’ banking experience, was a 
former partner of Courts & Co., 
investment bankers. 


Forrest Farrington, of the Inter- 
national Banking department of 
the Bank of America National 
Trust & Savings Association of 
San Francisco, has left for Guam 
where he will take up duties as 
Assistant Manager-Operations Of- 
ficer of the bank’s Agana branch 
on the Island, Herbert Paul Von 
Der Porten, also of the Interna- 
tional Banking Department, has 
been named Assistant Cashier and 
Area Administrator in the depart- 
ment’s European group. William 
M. Webster, formerly of the 
bank’s Bond Investment Depart- 
ment, has been appointed Assist- 
ant Trust Officer in charge of 
operations in the San Francisco 
headquarters trust department. 


Dunn With du Pont Co. 


(Special to Tue FinaNnciaL CHRONICLE) 


SAN FRANCISCO, Cal.—John 
F. Dunn has become associated 
with Francis I. du Pont & Co., 
256 Montgomery Street. Mr. 
Dunn was formely with Davies & 
Mejia and prior thereto with 
Henry F. Swift & Co. and Wals- 
ton, Hoffman & Goodwin. 


Saunders, Stiver Adds 


(Special.to Tue Financia CHRONICLE) 


CLEVELAND, Ohio—Albert S. 
Schulte, Jr., has joined the staff 
of Saunders, Stiver & Co., Termi- 
nal Tower, members of the Mid- 
west Stock Exchange. 
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Offers “Road Block” Against Inflation 


Dr. Walter E. Spahr, Executive Vice-President of Economists 
National Committee on Monetary Policy, submits a 3-point 


program comprising: 


(1) elimination of non-essential and 


postponable government spending; (2) restoration of gold 
standard currency; (3) keeping dollar at present gold value. 


Fifty-one economists and mone- 
tary authorities have submitted to 
President Truman and Congres- 
sional leaders a 3-point program 
calling for a 
‘*road-block 
against infla- 
tion and _ its 
evils,” it was 
announced by 
the Econo- 
mists Na- 
tional Com- 
mittee on 
Monetary 
Policy. Their 
recommenda- 
tions were 
transmitted 
by Dr. Walter 
E. Spahr, 
Executive 
V ice-Presi- 
dent of the Committee, who stated 
that the purchasing power of the 
United States dollar has fallen to 
the lowest level since 1914. Point- 
ing up the urgency of the situa- 
tion, the program recommended 
as follows: 

(1) Elimination by government 
of all non-essential and postpon- 
able expenditures as a first step 
in meeting new and unexpected 
demands arising from the present 
war. 

(2) Restoratioin of a currency 
redeemable in gold with its many 
benefits. 

3) Keeping the dollar valued 
at 1/35th of an ounce of fine gold. 

“The nature of a nation’s mone- 
tary standard and system is funda- 
mental to its economic health,” 
declare the economists. “The in- 
flationary tendencies of this pe- 
riod impair our resources and 
weaken our nation. It is crucially 
important that we do not add un- 
necessarily to the costs of defense 
and further impair our national 
strength and resources through 
monetary depreciation.” 

“A redeemable currency should 
provide greater incentive for more 
work, more saving, for more in- 
vestment. It should bring more 
production, more trade, and con- 
sequently more and safer pros- 
perity. It should encourage other 
nations to strive for redeemable 
currency and the attendant bene- 
fits. Moreover, elimination of 
multiple dollar quotations would 
permit private enterprise in for- 
eign trade to have a new lease on 
life,” the 51 signers predicted. 

Although the nation’s gold sup- 
ply is more than adequate to sup- 
port a redeemable curreicy, tne 
value of the doilar has been de- 
clining persistently, point two of 
the program asserts. Encourage- 
ment has been given to a type of 
monetary management freed from 
the restraints imposed by a re- 
deemable currency. “It places the 
government in practically abso- 
lute control of the people's purse. 
It opens the way to profligate 
spending and waste by the gov- 
ernment, and it invites a govern- 
mentally-managed economy,” the 
program warns. 

Urging a direct relationship be- 
tween our money and gold as a 
convertible base, the 51 econo- 
mists and monetary authorities 
criticized the government-held 
contention that a money issued 
against government debt is supe- 
rior to money issued against gold. 

“This is fallacious and danger- 
ous, Irredeemable currency and 
public debt can be expanded with- 
out known limit, and purchasing 
power of a currency resting on 
government. debt can be de- 
stroyed. It is an unsound cur- 
rency injurious to the nation in 
both peace and war.” 

In asking that the gold value of 
the dollar be retained at 1/35th 


Walter E. Spahr 


of an ounce of fine gold, the third 
point of the program declares 
that “a nation cannot have the 
benefits of a fixed monetary 
standard if it altered with 
changes in the prices of things it 
is designed to measure. We do 
not alter the size of a bushel be- 
cause the peach or potato crops 
are large or small. The dollar 
price of $35 per fine ounce of 
gold is no more artificial than 
units of measurement such as gal- 
lon, foot or ounce.” 

Asserting that since 1934, for- 
eign banks and governments have 
had the right to redeem dollars 
at the rate of $35 for a fine ounce 
of gold, point three also calls for 
American dollar holders to re- 
ceive the same benefits. 

In proposing their three-point 
program, the authors emphatically 
assert that far-reaching and 
fundamental implications will 
flow from a redeemable currency, 
and the monetary and tiscal man- 
agement which would result. 

“Our people would have the 
benefits of an honest currency 
that would tend to entorce more 
economical and efficient govern- 
ment. Power to control the gov- 
ernment’s use of the public purse 
would be restored to tnem. A re- 
deemable currency is a_ potent 
weapon against totalitarian gov- 
ernment. 

“Today there is a great need for 
statesmen who understand the 
far-reaching influences being ex- 
ercised by our system of irre- 
deemable currency, and who will 
assume leadership in demanding a 
redeemable and thereiore honest 
currency for the people of the 
United States. With the advent 
of war and the heavy sacrifices 
that it involves and will involve, 
the need for statesmanship of high 
order is now more imperative 
than ever,’ the authors of the 
program affirm. 


Laird, Bissell Absorb 
Day, Stoddard Firm 


Laird, Bissell & Meeds, mem- 
bers of the New York Stock 
Exchange, announce that the 
investment business of Day, Stod- 
dard & Williams, Inc., became a 
division of the firm as of Nov. Il, 
1950. The New Haven, Hartford, 
Derby and Middleton offices of 
Day, Stoddard & Williams will 
become branch offices of Laird, 
Bissell & Meeds. 


Marshall H. Williams and Julius 
G. Day will be manager and 
associate manager of the enlarged 
firm’s New Haven office. All of 
the other officers and sales per- 
sonnel] of Day, Stoddard & Wil- 
liams will become part of the 
Laird, Bissell & Meeds organiza- 
tion. 
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Joins Mitchum, Tully 
(Special to THe FINANCIAL Ca?GNICLE) 
LOS ANGELES, Cal.—Otto E. 
Tappe has been added to the staff 
of Mitchum, Tully & Co., 650 South 
Spring Street. 


Dean Witter Adds 


(Special to THe FINANCIAL CH?ONICLE) 


LOS ANGELES, Cal.—John E. 
Lotspiech has become affiliated 
with Dean Witter & Co., 632 
South Spring Street. 


Joins Standard Inv. 
(Special to THe FInaNnciaL CH?2ONICLE) 
PASADENA, Cal.—Marvin M. 
Hersh is now with Standard In- 
vestment Co. of California, 87 
South Lake Avenue. 
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A New Look at Dow’s Theory 


averages established in July were 
penetrated. The penetration was 
finally accomplished on Aug. 27 
when the Industrial and Rail av- 
erages simultaneously gave the 
earliest Dow Theory bear market 
signal. 

Another group of Dow The- 
Orists maintained that a_ bear 
market would be confirmed only 
if the dual averages broke their 
secondary reaction lows set up in 
February 1946 (when the uptrend 
was still definitely in effect). This 
penetration was accomplished by 
a wide margin when the drastic 
one-day collapse of Sept. 3, 1946 
occurred. In fact, it is probably 
safe to assume the severity of this 
decline was augmented by Dow 
Theory selling. 

The point to remember is that 
the time-honored methods of in- 
terpreting the movement of the 
averages confirmed the bear mar- 
ket no earlier than late August, 
1946. 

The price action of the average 
stock during the summer of 1946 
suggested that the market aver- 
ages were holding up quite a bit 
better than most individual issues. 
This is a normal expectation, since 
the popular market averages are 
heavily weighted with top-grade 
issues, which habitually resist the 
early stages »of a bear market 
more successfully than the more 
volatile and speculative stocks. 
Furthermore, application of the 
Dow Theory principles to the 
price trends of individual stocks 
provides convincing evidence that 
the top for a majority of stocks 
from the trend standpoint was 
actually witnessed as early as De- 
cember, 1945, rather than on May 
29 when the averages recorded 
their ultimate peak. 

The percentage of stocks which 
qualified as being in Dow Theory 
uptrends, i.e., displayed an un- 
broken series of higher highs and 
higher lows, and reached the 
highest level of the move in De- 
cember, 1945, when it touched 
93%. At this time of the remain- 
ing 7% of the issues studied, 5% 
displayed no discernable trend, 
and a mere 2% were in down- 
trends (the figures quoted are 
based on analysis of the price 
action of 440 leading issues). 

Subsequently, the percentage of 
uptrend stocks gradually’ de- 
clined and those in a downtrend 
increased until, by the end of May, 
only 57% were still in a bull 
trend, 13% had established bear 
trends, and 30% were neutral! 
(actually most of these latter were 
in transition stages between up 
and down trends). 

Thus, while the new and final 
highs at this time by both the 
Rails and Industrials confirmed 
the bull market, individual stock 
analysis pointed to a very seri- 
ously deteriorating market con- 
dition on the basis of Dow Theory 
trend principles. The decline in 
the number of stocks in primary 
uptrends from 93% to 57% would 
probably have caused the most 
bullish Dow Theorist to question 
the value of the orthodox bull 
market continuation signal given 
at that time. 


By July 31 (still three or four 
weeks before the conventional 
Dow Theory bear market signal 
Was given) the condition of the 
average stock had deteriorated so 
greatly that only 15% of the is- 
sues analyzed were in primary 
uptrends; 49% were in clear-cut 
downtrends; and 35% revealed no 
definite trend. 


It seems reasonable to assume, 
by any standard, that if the num- 
ber of issues in uptrends steadily 
declines from a peak figure above 
90% to less than 30%—or less 
than one-third of the issywes ana- 
lyzed—the market can no longer 
be considered in a healthy bull 
trend. By applying this somewhat 


arbitrary standard to the evidence 
cited, analysis of individual stock 
trends signaled the end of the 
four-year bull market about the 
middle of July—within six weeks 
of the top registered by the vari- 
ous market averages and six weeks 
before the market collapsed on 
Sept. 3, 1946. 

The recent action of these pri- 
mary trend Measurements appears 
to be especially significant and 
well worth careful study. During 
the first six months of this year, 
the number of issues in Dow- 
Theory up and down trends al- 
most duplicated the corresponding 
figures for the same interval in 
1946. In the course of the long, 
uninterrupted bull move which 
commenced in June, 1949, the 
number of stocks in uptrends 
(again based on a study of the 
same 440 leading listed issues) 
reached a peak of 83% on Jan. 13, 
1950. At that time, the primary 
trend was down for only 5%, and 
the remaining 12% displayed no 
definite trend in either direction. 
Thereafter, the uptrend index 
gradually but steadily turned 
down. By the third week in June, 
1950, the week before the panic 
decline caused by the Korean War 
news started and a week after the 
bull market top was recorded on 
June 12, only 57% of the issues 
studied were still in uptrends, 
while the number in downtrends 
had increased from 5% to 15%. 

It is interesting to note that this 
method of interpreting the trend 
evidence again reflected a dete- 
riorating market position at a 
time when the orthodox Dow 
Theory provided no reason to sus- 
pect the market trend had actu- 
ally long since turned down. 

After receding still further un- 
der the impact of heavy selling in 
July the number of uptrend stocks 
rebounded quickly and _ steadily 
which clearly suggested the Ko- 
rean break could be regarded as 
only an interruption in the major 
long-term bull trend. After a 
similar break in February-March, 
1945 the percentage of stocks in 
uptrends failed to increase as the 
averages recovered to their final 
top. 

The methods described have not 
been exhaustively tested—the rec- 
ords go back to 1943—and it 
should not be concluded the evi- 
dence will be equally clearcut at 
all major market turning points. 
Nevertheless, this method of ap- 
plying the time-tested Dow The- 
ory principles may well provide 
a promising new too] for dealing 
with market trends. It appears to 
offer some fundamentally sound 
improvements over trend inter- 
pretation methods based on mar- 
ket averages which have come to 
be generally accepted by investors 
over the years. In short, these 
studies may Open up a fertile new 
field of study for serious students 
of Dow’s Theory and for all in- 
vestors who attempt to keep their 
funds invested reasonably well in 
tune with market trends. 


With Waddell & Reed 


(Special to Tue Financrat CHRONICLE) 
DANVILLE, Ill.—Fred E. But- 
cher is associated with Waddell & 

Reed, Inc. of Kansas City, Mo. 


Hodgdon Co. Adds 


(Special to Tue Financia CHRonicie) 

BOSTON, Mass. 

Keller has become affiliated with 
Hodgdon & Co., 10 State Street. 


Joins Bache Staff 


(Special to Tre Financiat CHRONICLE) 
BOSTON, Mass. — Bertram F. 
Scheffreen is now with Bache & 
Co., 21 Congress Street. 


Norton N. Jr., has become associated with 
Daniel F. Rice & Co., 120 North- 
east First Avenue. 


M. Brady is with Merril] Lynch, 
Pierce, Fenner & Beane, Lincoln 
Bldg. 
Thomson & McKinnon. 











Public Utility Securities 


By OWEN ELY 


Pennsylvania Power & Light Company 


Pennsylvania Power & Light serves about 21% of the State of 
Pennsylvania and 18% of the population (with over 500,000 cus- 
tomers). The area served, the Central Eastern section, is not so 
largely industrialized as is the western part of the state, and 32% 
of the state’s farm income is derived in the company’s area. Some 
778 communities are served, the larger including Allentown, 
Wilkes-Barre, Harrisburg, Lancaster and Bethlehem. 

About 96% of revenues are electric and 4% gas and steam 
heat. Of the electric revenues, 38% are residential and rural, 
20% commercial, 35% industrial and 7% wholesale and miscel- 
laneous. The company serves practically all the farmers in its 
area, there being no REA co-ops. Industrial business is well diver- 
sified. The company serves the best portion of the anthracite 
mining region, so that the trend of income from that industry is 
much better than the showing of the industry as a whole. Some 
40% of the electricity used in the coal mines is for maintenance 
purposes such as dewatering. 

, Since the war 729 new industrial operating units have located 
in the area, with an aggregate annual payroll of $85 million and 
furnishing $2.8 million of revenue to the electric company. 

For some years the company has been developing its big Sun- 
bury plant in the Susquehanna River. The plant (located not far 
from one of Thomas A. Edison’s first units in 1883) had its incep- 
tion more than a quarter of a century ago, when the first tract of 
land was purchased. The first two 75,000 kw. turbines were 
ordered in 1945, but due to wartime delays did not get into opera- 
tion until late in 1949. The company’s average fuel costs per kwh. 
have been reduced from four mills to 3.04 mills since opening 
Sunbury, and the latter plant alone averages 2.33 mills. 

The company’s construction program during the period Jan. 
1, 1946 to Aug. 31, 1950 approximated $123 million. During the 
period Sept. 1, 1950 to Dec. 31, 1954, the company expects to spend 
about $76 million. They now have $5 million cash on hand and 
should realize about $47 million ‘throw-off” cash through the end 
of 1954, so that they will only have to raise about $24 million 
through sale of securities. Some $14-15 million may be raised in 
the next 15 months, perhaps including some preferred and com- 
mon stock. They now have 890,000 kw., and 100,000 kw. will be 
installed in mid-1951 and 125,000 in 1953. In that year capacity 
will be nearly double that of 1945. 

The company is a member of the big electric power pool which 
includes most of the Eastern Pennsyivania, New Jersey, Delaware 
and Baltimore-Washington areas, and has about 10% of the 
nation’s generating capacity. This results in a substantial operat- 
ing saving and the pool currently maintains a 15% power reserve 
margin. 

The company’s capital structure has been improved in recent 
years as follows: 
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100% 


*Includes account 100.5, which is being amortized. 


The management aims to increase the common stock equity 
ratio steadily, reaching 25% by 1959. 

Common share earnings have increased from $5.0 million in 
1946 to an estimated $9.1 million in 1950. Share earnings for the 
12 months ended Sept. 30 were $2.75, and President Oakes expects 
the company to earn about $3 for the calendar year, adjusted to a 
42% tax. Even under the “worst” Federal EPT, he is confident 
that the $1.60 dividend rate can be maintained next year. The 
company might temporarily have to pay out more than 75% of 
earnings, but to do so can use surplus accrued since 1945 without 
evading charter requirements. Unrestricted surplus should equal 
$7 million by the end of the year. 

1951 pre-tax earnings should improve over 1950, reflecting 
full operations of the new power unit. es 

The present regulatory set-up in the State of Pennsylvania is 
liberal. The company’s estimated rate base approximates $350 
million compared with $312 million book value. Allowable rates 
of return (based on the 1942 rate case) amount to 6% on electric 
plant, 644% on gas and 6% % for steam. The present Commission 
is Republican, and while three out of the five Commissioners’ 
terms run for four to eight years, a change in political leadership 
in the State might have adverse results as it did during the Earle 
administration. However, the company’s position is strengthened 
by the fact that over 44% of its 70,000 stockholders live within 
the service area, and over 25 live in the state. Many of them are 
customers, only one in 10 holding over 100 shares. 

Pennsylvania Power & Light is selling on the Stock Exchange 
around 25% and is now paying at the annual rate of $1.60 to yield 
63%. The dividend rate was increased from $1.20 to $1.60 on 
July 1 this year. Even after this increase, the rate reflects a 
payout of only about 53% assuming that the forecast of $3 for the 
calendar year proves correct. Range this year has been 27%4-21%. 


Bache & Co. Adds 


(Special to THe FinaNncraL CHRONICLE) 


With Daniel F. Rice Co. 


(Special to THe FINANCIAL CHRONICLE) 
MIAMI, Fla.—Walter G. Jester, 
Van Husen has been added to the 


County Road. 


With Merrill Lynch 


(Specia] to Tue FINaNciAL CHRONICLE) 


MIAMI BEACH, Fla.—Francis 


With William S. Beeken 


(Special to Tue FrnanciaL CHRONICLE) 


David L. Swank, Jr, has become 
He was formerly with 


Co., Harvey Building. 


PALM BEACH, Fla.—Harold M. 
staff of Bache & Co., 271 South 


WEST PALM BEACH, Fla. — 


affiliated with William S. Beeken 
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The Security 
I Like Best 


been on the increase during the 
past 12 months, despite a substan- 
tial increase in drilling activities. 
The company’s sole capitalization 
consists of 1,500,000 shares of com- 
mon stock; of this Barber Oil owns 
about 440,000 shares. 

In terms of current yield Amer- 
ican Republics’ common provides 
only a modest return, although 
higher earnings will make pos- 
sible increased dividends in the 
future. Earnings growth during 
periods ahead is expected to be 
more fully reflected in market 
appreciation, with the accom- 
panying tax advantage to invest- 
ors under existing statutes. 

Continued expansion of uses 
for petroleum is undisputed in 
this age of automatic machines, 
quite aside from miiltary pre- 
paredness requirements. This de- 
mand, together with American 
Republics’ oil and gas reserves, 
provides the hedge against cur- 
rency inflation, fulfilling the in= 
vestment requirements originally 
stated. Supplemented by the 
company’s excellent management 
and extensive resources, the oui- 
look for growth seems assured. 


Central States Group 
Of IBA Elect 


CHICAGO, Ill.—Charles RB. 
Perrigo, Hornblower & Week3, 
Chicago, was elected Chairman of 
the Central States Group of the 
i ea fe 
ment Bankers 
Association of 
America 
at the annual 
meeting of 
the group. 
He succeeds 
Hempstead 
Washburne, 
Harris, Hall & 
Co., Chicago. 
Other officers 
elected are: 

Vice-Chair- 
man: Holden 
K. Farrar, 
Smith, Bar- 
ney & Co.; Secretary-Treasurer: 
Lee H. Ostrander, William Blair 
& Co. 

New members of the Group 
Executive Committee are: 

William D. Kerr, Bacon, Whip= 
ple & Co., Chicago; E. Cummings 
Parker, Glore, Forgan & Co, 
Chicago; David J. Harris, Sills, 
Fairman & Harris, Inc., Chicago; 
Frank L. Reissner, Indianapolis 
Bond and Share Corp., Indianap- 
olis; J. Victor Loewi, Loewi & Co. 
Milwaukee. 

The new offers and members of 
the Executive Committee wilh 
take office following the annual 
convention of the IBA Nov. 26= 
Dec. 1 at Hollywood, Fla. 


Charles R. Perrige 


Pforzheimer to Admit 


Richard C. Dube will acquire 
the New York Stock Exchange 
membership of Carl H. Pforz- 
heimer, Jr., and will become a 
partner in the Exchange member 
firm of Carl H. Pforzheimer & 
Co., 25 Broad Street, New York 
City, on Nov. 9. 


New York Stock Exchange 
Weekly Firm Changes 


The New York Stock Exchange 
has announced the following firm 
changes: 

Transfer of the Exchange mem- 
bership of William A, Klubnik to 
Ernest Gottlieb will be considered 
by the Exchange on Nov. 9. 

Elizabeth W. Hamlin retired 
from. partnership in Hamlin & 
Lunt on Oct. 31. 
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Excess Profits Tax Is 


Against 


of available income, and the 
movement of total national in- 
come shows the scope of this in- 
crease. Prices, as indicated by the 
wholesale price index, rose rapidly 
through 1948 and they have de- 
clined since then. 

In all, we have here a record 
of reasonably consistent good 
business, high level production, 
and a growing volume of income. 
The continuing large volume of 
consumer purchasing is in part a 
product of the expanding needs of 
a rapidly increasing population, 
and in part an indication that 
there is still an accumulation of 
shortages from World War Il. 
Neither of these factors would 
have supported the spending, how- 
ever, if the increase of income and 
purchasing power had not oc- 
curred, In view of the actual sit- 
uation that prevailed, namely in- 
sistent demand backed by ample 
purchasing power, price reduc- 
tions by primary producers would 
not in all cases have inured to the 
advantage of final consumers, but 
would have led to the expansion 
of black and gray markets in the 
distributive fields. 

Increase of Corporate Profits 
Misunderstood—It is not surpris- 
ina. nor remarkable, that corpora- 
tion profits should have increased 
as part of the general advance of 
the economy. Their failure to do 
so would have been the basis for 
far more serious concern about 
the future. The assumption, so 
often made as a reason for excess 
profits iaxation, to the effect that 
a large dollar total of profits is in 
itself evidence that profit is ex- 
cessive or exorbitant is a case of 
looking too closely at only one of 
the elements in the growth of the 
economy. If the data in Table III 
were extended back into the pre- 
war years, it would be found that 
all elements in the national in- 
come had experienced a substan- 
tial expansion. As this expansion 
occurs, the dollar volume of busi- 
ness sales will increase, and total 
profits may be expected to 
even with a constant ratio of 
profits to sales. For such light as 
may be shed on the subject, there 
is given in Table IV the relation 


rise 


Public Interest 


of profits to sales for all manu- 
facturing corporations since 1936. 

The selection was limited to 
manufacturing corporations in or- 
der to obtain a consistent series 
from 1936. The Council of Eco- 
nomic Advisers has limited its 
comparison to this group, and their 
reports are the only source of such 
data for the years not covered in 
the published statistics of income. 
The only deduction for taxes is in 
the corporation income tax, which 
was levied, at some rate, through 
the period. The excess prolits tax 
of the war years was not consid- 
ered since it was not applicable 
throughout the period. 

The relation of profit to sales 
before income tax may be of 1n- 
terest to some, but the more sig- 
nificant comparison is that of 
profit with sales after tax, since it 
is a fairly definite and certain 
fact that corporations will always 
be subjected to some kind of tax 
onincome. Andtheimportant ques- 
tion that is presented by this over- 
all record is whether or not the 
return, after ordinary income tax, 
during the war period was_ so 
much in excess of the return in 
the prewar and postwar periods 
as to afford a warrant for calling 
it an excessive return. The aver- 
age percentage of profits to sales 
for the five prewar years 1936- 
1940 was 7%; for the five war 
years, 1941-1945, the average of 
profits to sales was 9.5%; and in 
the five postwar years, 1946-1950 
(3 months) it was 6.1%. The full 
record for 1950 will of course 
modify the average for this last 
period. 

The differential of some 2.5 per- 
centage points between the war 
and the non-war periods covered 
in the table is the result of taking 
into account only the ordinary 
corporation income tax paid dur- 
ing the war years. Had there been 
no excess profits tax, the rate of 
the corporate income tax would 
undoubtedly have been higher and 
the result could very well have 
been to reduce the _ sales-profit 
ratio of the war years below the 
range of the non-war years. 

The steadiness of the ratio in 
the general range of 6 to 7% in 
the prewar and postwar periods 


TABLE Ill 


Pertinent Indicators of the Growth of the Economy, 
1946-1950 (Six Months) 


(Billions of dollars, 


Con- 
umer 
Expendi- 
tures 
(2) 
146.9 
165.6 
177.4 
178.8 
183.4 


Compen- 
Sation 
of 
Employee 


(3) 


117.1 
128.0 
140.2 
140.6 
144.4 


Na- 
tional 
Income 
(1) 
180.3 
198.7 
223.5 
216.8 
219.1 


Year 
1946 
1947 
1948 
1949 

+1950 


Source: Midyear Report of the 


‘Figures for the first six months of 1 
annual rates. 


except cols. 6 and 7) 
Corpo- 
ration 
Profits 

3efore 

s Tax 

(4) 
23.5 
30.5 
33.9 
27.6 
30.1 


3usiness 
and 

Profes- 
sional 

Income 

(5) 

22.4 
Si.3 
22.0 
20.3 


22.5 


Index 
Index of of 
Industrial Whole- 
Produc- sale 
tion Prices 
(6) fh 3 
170 121.1 
187 152.2 
192 165.1 
176 155.0 
189 153.8 


Council of Economic Advisers, July, 1950. 


950 are preliminary estimates of 


TABLE IV 


Percentage of Profits to Sales, 


Income Tax, 1936-1950, All 


Year 
1936__- 
1937_ 
1938 _ 
1939_ 
1940 __ 
1941_ 
1942 
1943. 
1944_ 
1945__ 
1946_ 


11.0 
11.1 

9.3 
10.1 


years 1936 through 1945 {rom Statistics of Income, 
Data for the years 1946 through 1950 


19501____ 


Source: Daia for 
Part 2, for the respective years. 
from annual reports of the Council 
1 Annual rate in first quarter. 


Before Income Tax 


Before and After Corporation 
Manufacturing Corporations 
Percentage of Profit to Sales————_—____ 
After Income Tax 


7.4 


AMAIA UIOSCOSOIAHN 
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is striking. This outcome is to 
some extent haphazard rather 
than planned, because of the sub- 
stantial difference in the rates of 
corporation income tax before and 
after the war. It does suggest, 
however, that business pricing and 
selling policies have been fairly 
successful in holding the line of 
the sales-profit ratio despite ris- 
ing costs and higher taxes. A def- 
inite inference provided that 
the higher taxes have been passed 
along, for otherwise the tax in- 
crease would have been registered 
as a decline of this ratio. 

The conclusion appears war- 
ranted from the above record that 
there was no such wide difference 
between the relation of profits to 
sales in the prewar and postwar 
periods and the relation that pre- 
vailed during the war years to 
justify as defective a taxing in- 
strument as an excess profits tax. 
Every revenue purpose sought 
through this tax could have been 
better achieved by other methods 
of corporate taxation, and the 
great volume of complaints, litiga- 
tion, and expense created by this 
tax could have been avoided. 
There no question, here, of 
whether or not the corporation 
taxes should have been increased, 
for this is both logical and neces- 
sary in a period when the govern- 
ment’s needs are greater and taxes 
are being increased at other 
points. 

Inflation Profits Unreal — In 
view of the actual course of prices 
during and after the war, there is 
one respect in which the dollar 
amount of all business profits is 
unreal. This is in the fact that as 
prices rise, the replacement cost 
of capital equipment is in excess 
of the amounts which are cur- 
rently allowed as_ depreciation 
charges against earnings in deter- 
mining tax liability. Adjustments 
for price level changes were not 
considered during the war, and at 
that time there were some who 
forecast depression, unemploy- 
ment and price decline as soon as 
the shooting ended. None of these 
things happened. Instead, prices 
continued to advance, though with 
some breaks and _ irregularities. 
The national income accounts con- 
tain an adjustment against cor- 
porate profits for changes in in- 
ventory valuation, but none for 
the difference between original 
cost and replacement cost in the 
category assets other 


is 


is 


of capital 


than inventory. Some idea of the 
magnitudes involved may pe 
gained, however, by noting tne re- 
lation of the inventory adjust- 
ments to total protits. This is 
shown in Table V. 

In view of the immense invest- 
ment by industry in depreciable 
assets other than inventory, it is 
evident that any recognition of 
an adjucitment for their higher 
replacement costs during a pro- 
longed inflation would lead to a 
further reduction of the real, as 
against the reported, profits. 

This is not the place to deal 
with the various solutions that 
have been offered for the problem 
of depreciation and the _ price 
level. The problem itself is ger- 
mane, nonetheless, to the charge 
that corporate profits have been 
so high as to warrant the imposi- 
tion of a crippling, punitive excess 
profits tax. 


Purpose and Effect of Excess 
Profits Taxation 

This raises the issue of the 
purposes to be achieved through 
an excess profits tax. There are, 
evidently, only two major pur- 
poses, namely; (1) to get addi- 
tional revenue, or (2) to penalize 
the companies that are most suc- 
cessful in earning profits through 
their capacity to produce for mili- 
tary or civilian needs. 

Revenue Aspect of an Excess 
Profits Tax Greatly Exagzerated— 
The general belief is that an ex- 
cess profits tax is necessary if a 
substantial increase in corporation 
tax revenue is required. In the 
popular view, this tax is the big 
mule that will pull the larger part 
of the corporate tax load. And 
there is an equally strong belief 
that without an excess profits tax 
the revenue collectible from cor- 
porations would be quite meager. 

Both of these ideas are erron- 
eous. The published records sug- 
gest that the excess profits tax 
produced the major part of the 
corporation tax revenue during 
the second world war. The same 
records indicate that an equivalent 
revenue could have been obtained 
in the years 1940-1945 by a flat 
rate of 48.4% on all corporation 
income. The data are given in 
Table VI. 

The superficial impression con- 
veyed by Table VI is that the ex- 
cess profits tax accounted for al- 
most two thirds of the total cor- 
poration tax revenue during the 


TABLE V 
Corporation Profits and Inventory Valuation Adjustment, 1946-1950 
(Billions of dollars) 


Cornoration 
Protits Before Tax 
$23.5 
30.5 
33.9 
27.6 
30.1 


Year 
1946 
1947 
1948 
1949 
1950 


Source: 


Inventory 
Valuation Adjustment 
$—5.2 
—5.8 
—2Z.0 
4%:2 


—1.6 


Council of Econemic Advisers, op. cit. 


*Rounded figures do not add to totals. 
**Preliminary estimates of annual rates in first six months. 


TABLE VI 


Corporate Net Income, Income Tax, and Excess Profits Tax, 1940-45 
(Millions) 


Excess Profits 


Year 
1940 
1941 
1942 
1943 
1944 
1945 


Net Income 

$11,203 
18,111 
24,052 
28,718 
27,124 


Income Tax 
$2,145 
3.744 
4 328 
4.479 
4,354 
4,183 


Total Imcome Rate of Flat 

and Prafits Tax Tax to Produce 
Liabflity Same Yicld 
$2519 22.5% 

7403 39.2 

12,190 50.8 
15,770 99.0 
14°786 54.6 
19,740 48.4 


Tax 
$374 
3,359 
7,852 
11,291 
10,432 
6,557 








Totals $131,373 $23,243 


$39,865 


$63°-T08 45.4 


Source: Preliminary Statistics of Income, 1947, Part 2, Summary Data. 


TABLE VII 


Ss 


Corporate Net Income, Adjusted Excess Profits Net Income 
and Excess Profits Tax, 1940-1845 


(Millions) 


Adjusted Excess 
Profits Net Income 


$912 
6, 
10, 
14, 
12, 
8, 


Net Income 

$11,203 
18,111 
24,052 
28,718 
27,124 
22,165 


we 


‘ar 


Exce wo 
$374 
33359 
7,852 
11,291 
10,432 


--rF 


6,99 7 


Percent, Tax 
to Adjusted 
Excess Profits 
Net Income 
41 
53 
75 
ae 
80 


-o 
‘Oo 


335 
495 
553 
936 
368 


Source: Statistics of Income, Part 2, for the several years. 


justed excess profits net 
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war years. This impression comes 
from the terminology and the 
technique employed. The real test 
of its net revenue advantage is in 
a comparison with other tax 
methods. For example, the rate of 
corporation income tax was ad-. 
vanced to 40% in the Revenue 
Act of 1942. If the only tax on 
corporation income through the 
period 1940-1945 had been a rate 
of 40%. it would have produced 
a total revenue of $52,692 million. 
Since the combined yield of in- 
come tax and excess profits tax 
in this period was $63,108 million, 
it follows that the bona fide net 
gain from excess profits tax, over 
what would have been collected 
at a flat rate of 40% on all cor- 
poration income was only $10,416 
million ($63,108 million minus 
$52,692 million). 

It is not necessary here to enter 
into all of the details whereby 
taxable excess profits net income 
was determined. The point is that 
having determined such net in- 
come, a tax was imposed on this 
segment of income that rose closer 
to complete confiscation as the 
war progressed. The relationship 
of corporation net income, ad- 
income, 
and excess profits tax. is shown 
in Table VII. 

It is seen from Table VII that 
the adjusted excess profits net 
income, the base on which the ex- 
cess profits tax was levied, was 
never as much as half of the total 
corporation net income. There is 
no evidence to show that this ad- 
justed excess profits net income 
was solely or exclusively war 
profits, and we know, from Table 
II, that it was not imposed ex- 
clusively on large corporation in- 
comes. What the record does show 
is that the tax absorbed an in- 
creasing percentage of such in- 
come as happened to be defined 
by the law as “adjusted excess 
profits net income” because of the 
tax rate increases that were made. 

But Table VI contains some 
other facts which are illuminating. 
The final column of that table 
shows the equivalent flat rate of 
corporation income tax that would 
have been required to produce a 
revenue equal to the combined 
yield of the corporation income 
and excess profits taxes. The 
highest rate of such tax was 55% 
in 1943 and as an average for the 
entire period, a rate ot 48.4% 
would have sufficed. 

If such a result would 
been obtained during the 
World War, it reasonable to 
suppose that a comparable one 
would follow from a repetition of 
the experiment, assuming that 
anything like the same kind of 
excess profits tax law were to be 
enacted. Because of the enormous 
advantages from the utilization of 
the established corporation in- 
come base for the Bureau in ad- 
ministering the tax, and for the 
taxpayers in complying with it, 
there is every reason to avoid the 
complexities and hardships of an 
excess profits tax in view of the 
small net revenue gain that is in 
prospect. 

Penalty Purpose of Excess Prof- 
its Taxation—The net revenue ad- 
vantage from excess profits taxa- 
tion over that provided by other 
ways of increasing the taxes to be 
paid by corporations is too small 
to make a case for this tax on 
revenue grounds. In tact, there 
is no intent to make such a case, 
and no desire for it. The demand 
for an excess profits tax does not 
rest on facts but on a compound of 
sentiment, semantics, and preju- 
dice. Inflammatory slogans such 
as “Take the profits out of war,” 
“Draft dollars along with men,” 
“Corporation profits are already 
too high,” have a wide appeal. 
They are designed to suggest the 
contrast between some of our peo- 
ple being killed in battle and 
others being comfortable and 
prosperous at home, but they make 
no contribution to a sound. genu- 
inely productive tax program. 
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is 





Volume 172 


Rather, they illustrate the non- 
fiscal attitude toward the use of 
the taxing power, in which the 
main purpose is to inflict a pen- 
alty or to exercise a control with- 
out regard to the effect of such 
measures upon the productive 
forces or upon the tax revenue 
which can legitimately be ob- 
tained from them without too se- 
rious impairment of their vigor. 
In submitting to the influence of 
Suggestions like those set out 
above, the people are likely to be 
injuring rather than promoting 
the chances of their young men 
who must do the fighting. The 
fact is that fewer of our men will 
be killed in battle in proportion 
as they are provided with the best 
possible equipment for offense and 
defense. in whatever quantity may 
be necessary for the job. The job 
of industry and of those who re- 
main. at home is to produce 
enough so that the men in uni- 
form can have as much as they 
meed, when and where it is 
meeded, and also enough more so 
that the people for whom these 
men are fighting can be safe- 
guarded, to the extent possible, 
against the long-run bad effects 
of a severe decline of living stand- 
ards. It’ would be pointless to 
force the civilian population to 
live in foxhéles and subsist on 
packaged rations because the men 
in battle must accept these con- 
ditions. It is foolish to talk about 
drafting everything and every- 
body because the armed forces 
must fill their ranks by a selective 
service draft. The emphasis should 
be, instead, upon the greatest pos- 
sible productive effort, the great- 
est possible conservation of scarce 
manpower and materials, and the 
provision of the goods required 
for both military and civilian use 
at the lowest possible cost. 

Excess Profits Taxation Stran- 
gles the Economy—The necessary 
expansion of production cannot 
and will not occur without the 
maintenance, or even an increase, 
Of capital investment. The tax 
System must be so devised, in 
every stage short of an all-out, 
last-ditch struggle for national 
existence, as to permit the con- 
tinued growth of our productive 
facilities. An excess profiis tax 
will hinder rather than promote 
this objective. No one knows, for 
certain, just how much profit can 
and should be taxed away during 
War without defeating the great 
national objective of maximum 
production at lowest cost. If the 
government were to be successful 
in taking all of the profit out of 
war, it would very likely be suc- 
cessful, to about the same degree. 
in taking away the incentive to 
conserve manpower and materials. 
and to get the output at the low- 
est cost. 

The economic unsoundness of an 
excess profits tax is thrown into 
sharper focus by the prospect of 
a prolonged period of large mili- 
tary spending and partial mobili- 
zation. This tax is a method of 
economic strangulation. It sets 
arbitrary ceilings beyond whieh 
economic growth can be only 
slow, feeble, and haphazard. With 
the passage of time any base es- 
' tablished for determing stand- 
ard or normal profit would be- 
come increasingly inadequate, and 
eventually entirely obsolete. In 
its report on the 1945 bill which 
repealed the excess profits tax, 
the Senate Finance Committee 
said: 2 

“The primary reason for advo- 
cating the repeal of the excess 
profits tax as of the first of 1946 
is the belief that this tax is a 
major obstacle in the way of re- 
conversion and expansion of busi- 
mess which are essential for the 
attainment of a high level of em- 
ployment and income. The tax 
takes such a large portion of cor- 
porate profits that most businesses 


2 Report of the Senate Committee on 
Finence to accompany HR 4309 (The 
Revenue Bill of 1945) 79th Congress, Ist 
Session, p. 19. 


are not willing to take the risk of 
expanding their business while 
this tax is in operation.” 

Among other reasons given for 
the repeal is the following: 


“The longer the excess profits 
tax is retained the less the income 
of 1936-1939 base period is a 
proper measure of excessive prof- 
its. This base period will be a 
particularly poor measure of earn- 
ings in the postwar period when 
many corporations will be enter- 
ing new fields of enterprise or 
expanding their businesses.” 

This reasoning is as valid today 
as it was in 1945. The acceptance 
of a static base for the measure- 
ment of normal or excess profit 
over an extended period would 
be as damaging for the future 
years after 1950 as the Senate 
Committee realized it would be 
for the years after 1945. A high 
duty of both business and political 
statesmanship is to cooperate in 
developing a system of Federal 
taxation which will supply the 
needed revenues and at the same 
time impose the minimum of re- 
straint and hindrance upon the 
full and free development of our 
capacity to produce and to con- 
sume. An excess profits tax is 
wholly unworthy of consideration 
as part of such a tax system. 

Excess Profits Tax Promotes 
Lax Procurement—A further con- 
tribution which the excess profits 
tax makes to unsound economic 
policy is in the promotion of lax- 
ness in procurement. Military 
purchasing, even under peace con- 
ditions, has never been character- 
ized by a high regard for the 
value of money. Under the pres- 
sure of an emergency, this laxity 
becomes much more pronounced. 
Yet the lack of prudence, often re- 
inforced by an insufficient knowl- 
edge of industrial processes and 
costs among military procurement 
officers, has been the principal 
cause for contract terms that 
would afford large profits on in- 
dividual contracts. The knowl- 
edge or belief that a drastic ex- 
cess profits tax might siphon off 
much of the extra profit too often 
serves aS an excuse to avoid sharp, 
or even careful bargaining. What 
is not so clearly perceived is that 
the siphoning also operative 
against cost control on the part of 
management, with the result that 
the cost of both military supplies 
and civilian goods is materially 
increased. 

Il 


An Excess Profits Tax Is 
Administratively Unworkable 


It pointed out above that 
any definition of an excess profit, 
by statute, is necessarily arbitrary, 
and hence incapable of being 
adapted to the myriad conditions 
which arise throughout industry 
in the private quest for profit. It 
becomes necessary, if the law is to 
operate at all, to introduce varia- 
tions and exceptions from the 
standard pattern. But the ramifi- 
cations of variations in actual busi- 
ness practice and experience are 
so numerous that no statutory 
classification can possibly cover 
and apply to all of them. The re- 
sult. is,.inevitably, an immense 
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amount of complaint and litiga- 
tion. There is something seri- 
ously wrong with any tax law that 
creates issues between the gov- 
ernment and the taxpayers which 
involve years of long-drawn-out, 
expensive controversy. Both of 
the previous excess profits tax 
laws were prolific sources of such 
controversy. The Commissioner of 
Internal Revenue reported as fol- 
lows at the end of the fiscal year 
1949: 

The significance of the data in 
this table may not be generally 
appreciated. It appears that dur- 
ing the seven-year period 1942- 
1949, there were 53,651 applica- 
tions for relief under Section 722. 
The relief provisions of that sec- 
tion related only to excess profits 
returns made on the average base 
period income method. In these 
appeals the total amount of tax 
involved was $6,231 million, 
which was 15.6% of the entire 
collection of excess profits tax 
during the operation of the law 
through 1945. On June 30, 1949, 
there were still 22,281 unsettled 
cases involving $4,858 million of 
contested excess profits tax. The 
final closing of these cases could 
very well drag on for years 
longer, with all of the expenses 
and uncertainty of ultimate tax 
liability that are involved. 

Table VIII summarizes the rec- 
ord of proceedings before the Ex- 
cess Profits Tax Council, a special 
agency established in 1946 for the 
following purposes: 

(1) To issue interpretative rul- 
ings with respect to Section 722 
for the guidance of the field com- 
mittees and taxpayers generally. 

(2) To review determinations 
made by the field committees 
with respect to all claims, irre- 
spective of whether or not agree- 
ment with the taxpayer had been 
reached. 

(3) To make determinations in 
cases in which agreement was not 
reached by the field committees 
and taxpayers, and in cases where 
the Council did not approve the 
field committee’s determinations. 


In commenting upon the task of 
the Council, the Commissioner 
said, in his 1949 report: 

“Disposition 
must be made under an admit- 
tedly complex statute. In addi- 
tion, the work involves extensive 
research in the fields of econom- 
ics, statistics, and related subjects 
in order to determine the con- 
structive average base period net 
income. The results of such stud- 
ies must be translated into net in- 
come figures, which will require 
a mass of analytical accounting 
work.” 

This brief description of the na- 
ture of the work to be done in 
resolving the differences between 
the government and the taxpay- 
ers in determining excess profits 
tax liability reveals that such 
work is so extensive, intricate, 
and esoteric as to be virtually 
impossible of accomplishment ex- 
cept by arbitrary findings which 
are either accepted by both part- 
ies out of sheer exhaustion, or are 
eventually referred to the courts. 

All of this, and more, may be 
expected from a third experiment 


of these claims 


TABLE VIII 


Applications for Exeess Profits Tax Relief (Section 


bole 


422) 


Cumulative, 1942-1949 
(DolNar Amounts in Millions) 


Item Number 
Net receipts of anplica- 
tions (excl. transfers & 
reopened cases) 
Disposals: 
Allowed 
in part 
Disallowed 
Withdrawn 
“Eliminated 


53,651 


in whole or 
7,791 
10,659 
9,865 
3,955 


. 31,370 


Total disposals 


Excess Profits 
Tax Reduction 
Claimed Allowed 


Increase in 
Income Tax 


$6,231 


240 
430 
697 
6 


$1,373 


$91 





On hand June 30, 1949. 22,281 


Source: 


p. 30 


Annuat, Report of the Commissioner of Internal Revenue, 
iu 


$4,858 - 
1949, 


*Applications eliminated upon agent’s finding that no tax liability existed. 


in excess profits taxation. And, as 
is conclusively shown by the data 
in Table VI, none of the admin- 
istrative fumbling with economic 
and business issues too compli- 
cated for official disentanglement, 
and none of the delay and ab- 
normal expense of research into 
these issues, are necessary. Every 
revenue objective of an excess 
profits tax can be achieved with 
a minimum of additional expense 
and delay for both the govern- 
ment and the taxpayers by mak- 
ing appropriate adjustment in the 
rate of the ordinary corporation 
income tax. 
III 


An Excess Profits Tax 
Contributes to Inflation 


The third basis for opposition 
to an excess profits tax is that it 
contributes to inflation. This re- 
sult stems from its economic un- 
soundness. The arbitrary appli- 
cation of unnatural and artificial 
measures of allowable normal or 
standard profit undermines the 
incentives to assume risks and to 
hold production costs down. It 
was pointed out above that the 
essence of economical, that is, pru- 
dent management is production at 
the lowest cost. The incentive to 
keep costs down is the other side 
of the profit incentive shield. A 
very good way to increase profits 
is to reduce costs. Industry is 
often attacked for seeking profit, 
but seldom praised for its effort 
to reduce costs. Yet the two atti- 
tudes are closely, even insepar- 
ably, connected. 

Costs Rise When Profit Motive 
Is Impaired—The consequence of 
undermining the profit incentive 
is also to undermine the cost con- 
trol incentive. When management 
fails to give diligent attention to 
costs they rise, for cost is the eco- 
nomic analogue of the spirit of 
evil in theology, which is always 
abroad in the land except as it is 
restrained by the superior force 
of good. Exorbitant taxation that 
impinges on profit will inexorably 
take its toll of higher cost. The 
sequence of cause and effect leads 
directly from disregard of produc- 
tion cost to larger total payments 
by government for its military 
material, and thus to acceptance 
of the view that payment can be 
made only by resort to credit in- 
flation. The chain reaction of 
credit inflation on price compels 
ever larger use of credit and both 
the government and the people 
are seriously affected by the 
spiral. At the termination of the 
emergency they are burdened 
with debt and always exposed to 
the political temptation to escape 
this burden by partial or complete 
repudiation. The mere fact of 
debt increase is, in itself, a dilu- 
tion of the dollar as the basic 
standard of value, and hence a 
cancellation of some part of the 
values originally represented by 
all savings, investments, annuities, 
and similar benefits. 

Waste of Manpower and Mate- 
rials—Disregard of cost means in- 
efficient use of manpower and 
materials. This is what it would 
mean in peacetime, and of course 
the same result would follow 
during war or other emergency. 
Careless and inefficient use of 
manpower, particularly when the 
available labor force is virtually 
fully employed, limits by so much 
the possible scope of production. 
Less goods will be turned out and 
if the military preempts its estab- 


lished quota, the full impact of 
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the shortage will fall upon the 
civilian population. It is possible 
that a sufficient waste of man- 
power may occur to affect even 
the volume and the quality of the 
materials and supplies needed by 
the armed forces. Inefficient use 
of materials cuts more rapidly 
than would otherwise be the case 
into the stockpiles of scarce and 
strategic materials, and into the 
irreplaceable reserves of our na- 
tural resources. 


The logic of the effect of severe 
impairment of the profit incen- 
tive upon cost control is inescap- 
able. The slackening of this con- 
trol would find expression in 
manifold ways, some open and 
others devious. Increases of wage 
and material costs would be ac- 
cepted with greater complaisance, 
and with a shortage of manpower, 
there could ensue an active com- 
petition to hold workers. This 
would redound to the advantage 
of those wrokers whose favor was 
thus being courted but it would 
also be reflected in higher wage 
costs without there being, neces- 
sarily, a corresponding increase of 
productivity. During World War 
Il there were numerous instances, 
some of which had a considerable 
notoriety, of large bonuses, abnor- 
mal expenditures for advertising 
and for the promotion of unavail- 
able products to retain consumer 
good-will, padded travel and en- 
tertainment expenses, and so on. 

High Excess Profits Tax Rates 
Demoralizing — The demoralizing 
aspect of an excess profits tax lies 
not only in the arbitrary charac- 
ter of the statutory definition of 
an excess profit, but also in the 
extreme rate or rates that are 
likely to be levied upon such 
profit as defined. During World 
War II this rate was eventually 
raised to 95%, with a refund of 
10% paid in noninterest-bearing 
bonds which were made redeem- 
able on and after Jan. 1, 1946. 
Even the net tax rate of 85.5% 
was an effective discouragement 
to any concern against seeking 
greater profit in the excess profit 
zone by careful attention to cost. 
There were substantial totals of 
excess profit reported and taxed 
during the war years. These were 
the product of large government 
orders, given on a far larger scale 
than necessary because of the lav- 
ish appropriations, and the lax 
standards of military procurement. 
The point that is emphasized here 
is that the certainty of a net tax 
rate of 85.5% on excess profit left 
very little incentive to show an 
increase of that excess by careful 
control of costs. Hence, the excess 
profits tax contributed to higher 
production costs, and thus to a 
larger volume of credit inflation- 
ary financing. 

Inflation of War Cost The 
thesis advanced here is that the 
excess profits tax contributed to 
the inflation that occurred during 
World War II. The primary source 
of that inflation was of course the 
creation of bank credit through 
loans to provide a substantial part 
of the purchasing power which 
the government used to pay its 
bills. The tax poiicy led to high- 
er costs and hence compelled a 
larger volume of borrowing than 
would have been required if the 
costs had been lower. A crude in- 
dication of the degree to which 
inflation increased national de- 
fense costs is provided by convert- 
ing the dollars of actual expendi- 
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TABLE IX 
National Defense Expenditures, Converted to 1939 Dollars 
(Dollar amounts in milliot-s) 


National Defense 
Actual 
$6,370 
26,847 
70.267 
83.766 
64,569 
45,134 


Naiional Defense 
1939 Dollars 
$6,078 
21,881 
53,375 
62,460 
62,157 
32,251 


$235,202 
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Excess Profits Tax Is 
Against Public Interest 


ture into equivalent 1939 dollars. 
This is shown in Table IX. 

The difference is $78,751 mil- 
Yion. or about 25% of the cost in 
actual dollars. Wesley C. Mitchell 
estimated that the cost of the 
Civil War was increased by about 
25% through the inflationary in- 
fluence of the Greenbacks. 

There is at this time a general 
dread of further inflation, and 
fairly widespread indications of 
support for a_ strong, vigorous 
policy of taxation that would keep 
the government’s revenue in bal- 
ance with its outgo. To do this 
will require prompt, decisive ac- 
tion to increase taxes, because the 
full impact of the spending pro- 
gram will not be felt before the 
fiscal year 1952 or 1953, and be- 
cause time is required to get the 
mecessary tax machinery in mo- 
tion to produce larger revenues. 


Conclusion and 
Recommendation 


It has been shown that an ex- 
cess profits tax is against the pub- 
lic interest because it is econ- 
omically unsound, administrative- 
ly unworkable, and contributes to 
icflation. 

The fact remains, however, that 
during a period of defense or ac- 
tual war there must be a substan- 
tial increase of tax revenue, and 
the corporation income tax is a 
logical source of a part of this 
increase. 

In view of these considerations, 
it is submitted that in lieu of an 
excess profits tax with its inevit- 
able inflationary consequences 
and administrative difficulties, 
the tax contribution from corpora- 
tions toward the pay-as-we-go tax 
program should be made through 
an addition to the corporation in- 
come tax to be known as the 
“Corporation Defense Tax.’ To 


———_ 
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effect a clear distinction between 
the income tax and the Corpora- 
tion Defense Tax, and to avoid 
imposing too heavy a burden on 
small business, the standard cor- 
poration income tax rate should be 
set at 38% by changing the normal 
tax rate in the Revenue Act of 
1950 from 25% to 18%, while leav- 
ing the surtax rate at 20%. The 
Corporation Defense Tax should 
be imposed as a flat percentage 
of the amount of the corporation 
income tax. 

This proposal resolves all of 
the problems inherent in an ex- 
cess profits tax. It recognizes that 
more corporation income tax must 
be paid during a defense or war 
emergency, and it applies the in- 
crease to all corporation income 
without regard to its origin in war 
business or other business. It es- 
capes the administrative and com- 
pliance difficulties of an excess 
profits tax, and it will provide 
whatever additional revenue may 
be required from the corporation 
tax without impairing the incen- 
tives of management and bleed- 
ing the economy white so far as 
concerns continued capital forma- 
tion. In particular, it will be much 
less severe as applied to small 
business than an excess profits tax 
is likely to be. 

The duration of the present de- 
fense emergency, and of the heavy 
tax load that must be assumed, 
cannot now be forecast. On the 
most optimistic basis of calcula- 
tion, however, the emergency and 
the increased tax burden will en- 
dure for some years. It is there- 
fore of the gravest consequence 
that the measures taken for ac- 
complisihng the financial task be 
such as will make possible some 
further growth of the nation’s 
productive capacity rather than 
freezing and sterilizing our na- 


tional economic potential. 


What Controls to Stop Inflation! 


mese divisions in. His estimate 
also is indicated by his hesitation 
at cocking a new blow at us else- 
where while we were supposedly 
rocked on our heels by the Ko- 
rean punch. 

I am quite confident that his- 
tory will write down the Korean 
campaign as a competent, even 
brilliant, feat of American arms. 
To have met the fanatical onrush 
of a half-civilized people drunk 
with confidence in a quick vic- 
tory; to have mobilized our re- 
sources and deployed them with 
such speed at a point half way 
round the world; to have im- 
provised ways of meeting a type 
of warfare we had never en- 
countered before; to have con- 
tained the threat within 60 days, 
mounted and delivered a dashing 
and successful counter attack in 
90 days is something which should 
give us confidence in our military 
establishment rather than be the 
occasion either for disparaging 
them or underestimating our na- 
tional capacities. 


We are being flooded today 
with admonitions to Uncle Sam: 
“Don’t let your guard down.” I 
fully concur in the wisdom—in 
fact the grim necessity—of heed- 
ing this advice. For Korea, on 
top of the Greek guerrilla cam- 
paign and the Berlin airlift, make 
it clear that we might be con- 
fronted by repeated Soviet attacks 
during the coming years. Per- 
sonally, I have not the slightest 
fear that Uncle Sam at this junc- 
ture is gcing to let his guard 
down. He has just finished dem- 
onstrating for the third time that 
he has an alert eye and excellent 


boxing ability. What the fans 
really are calling for is not that 
Uncle Sam shall not let his guard 
down but that he shall thresh out 
in an impatient and exhausting 
effort to score a knock-out. What 
he needs is to continue a carefu! 
ring strategy that will make sure 
he stays the full 15 rounds to win 
a clean-cut decision. I think it is 
time in fact that we change the 
form of our warning. From the 
economic point of view, I suggest 
the one that rose—I think at the 
Galento fight—‘Hey, Palooka, 
don’t knock yourself out!” 


Military and Economic 
Security 


In all seriousness, I believe that 
the danger is that of stepping up 
our military program to a point 
that would be self-defeating. It 
is the essence of the economist's 
trade that he seeks to discover 
how, with the minimum alloca- 
tion of resources, we may attain 
maximum efficizncy in accom- 
plishing a given end. If we are 
really to be prepared to meet pos- 
sibly great military dangers not 
merely in ‘51 but in ’52 and ’5: 
and later years, we need in the 
meantime to withdraw as few 
men and women as possible from 
our civilian labor force, drain off 
as little as possible of materials, 
some of which are definitely 
scarce, and maintain as satisfy- 
ing conditions of life as can pe 
continued while yet we are con- 
tributing our part to keep the 
free world safe from invasion by 
Soviet imperialism. 

Here I wish to go back to an 
address that I delivered ai the in- 
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vitation of Secretary Forrestal be- 
fore the first of a group of orien- 
tation conferences held at the 
Pentagon in November, 1948. I 
there pointed out that thesoldier in 
time of actual war properly thinks 
of all the resources of the country 
as available to him if need arises, 
whereas the economist in peace- 
time thinks in terms of organizing 
the resources of the country most 
fully to produce more consumer 
goods and a- richer and freer liie 
for the whole population. But 

‘a there is a common ground 
on which the military man and 
the businessman or economist can 
and must meet. This common 
ground is likewise the field of 
decision on which the President, 
the Congress. and the thoughtful 
citizen must take their stand dur- 
ing the next few months and ovcr 
the ensuing years. The commen 
problem in whose solution both 
points of view and both types of 
professional competence are re- 
quired is that of the needed bal- 
ance between military striking 
force and the civilian reservoir oi 
men, morale, and machinery upon 
which the actual fighting force 
must deperd in this day of indus- 
trialized warfare... . In providing 
the means of modern war the 
whole structure of economic so- 
ciety is involved.” 


The country is glad to abide by 
the decisions of its top military 
men, as to the strategy to be fol- 
lowed in combating military dan- 
ger. But by the same token, it 
should look to its leading busi- 
nessmen and economists to say 
what strains an economy can 
stand and how an industrial and 
financial system can _ best’ be 
geared to meet the demand of 
long-run preparedness. This di- 
vision of labor underlies the prin- 
ciple of civilian control af the 
military that is one of the pillars 
of our constitutional democracy. 
General Omar Bradley, Chairman 
of our Joint Chiefs of Staff, dealt 
very wisely with one phase of the 
matter in his recent article on 
“U. S. Military Policy: 1950.” He 
said: 

“The conduct of foreign affairs 
is a civilian responsibility. Mili- 
tary policy in our democratic 
America must always remain the 
servant of national aims. But to- 
day, amid new global dangers, 
neither the diplomat nor. the 
soldier alone can lead the Amer- 
ican pecple to wise international 
action. Both voices must be heard 
if the course pursued is to be 
realistic and effective. The soi- 
dier can see strategic pevils that 
the civilian might readily over- 
look. The soldier must not direct 
the civilian policy, but the civilian 
must never oOvercommit the scl- 
dier. We must never have a for- 
eign policy that sends our armed 
forces to world tasks beyond their 
capabilities.” 

This is admirable as far as it 
goes. But it needs to be completed 
with these two sentences: Neither 
should the military and foreign 
relations services, eilher jointly 
or separately, overcommit the na- 
tion’s industrial system. Nor 
should our foreign policy, our 
military effort, or our industrial 
undertakings overcommit our fi- 
nancial resources or jeopardize 
the solvency of our monetary sys- 
tem, 

That is the opportunity and the 
responsibility which the Amer- 
ican people face in these next few 
months or even weeks—of wisciy 
gauging the weight of the inier- 
national burdens that we shall 
face and what course of action, 
public and private, will enable us 
to carry that burden most se- 
curely and with as little discom- 
fort as possible. 


The Current Economic Outlook 


I have spent so much time in 
orientation or showing you the 
selection and interpretation of 
facts from which I approach tine 
current business situation that I 
have only a few minutes left for 


comment on that situation itself. 
I shall, therefore, limit myself to 
three points: (1) the overall sup- 
ply and demand, or market, situa- 
tion; (2) the impact of aggregaie 
fiscal and monetary influences: 
and (3) the issue of controls. I 
can do no more than throw out 
a few categorical propositions. 
These may provoke you to coun- 
ter-argument and perhaps re- 
examination of the basis of your 
own views. Or you may find 
some of my suggestions accept- 
able as a basis for your own fur- 
ther thinking. 

We have of course been in a 
state of full employment and high 
production, and the first reaction 
to the proposed mililary expan- 
sion is that this will make the 
market situation, manpower 
shortage, bottlenecks of materials, 
credit strain, and price inflatior: 
at once and seriously worse. Per- 
sonally, I think that this over- 
states the case for two reasons. 
First, we have in the last few 
months and in tne last few years 
laid on a considerable amount of 
economic fat in the way of in- 
dustrial capacities and _ satistac- 
tion of consumer wants. Second, 
and partly as a result of the first 
the new war effort will be in no 
small degree a_ substitution of 
military absorption tor civilian 
censumption., 

If, in the rethinking of our 
problem between now and next 
January, military appropriations 
are frugally scaled to carefully 
calculated risks, and the Delense 
Department kept to the business 
standards of economy and effi- 
ciency that ex-Secretary Johnson 
worked valiantly to introduce into 
the mititary establishment, the 
strain from the supply and de- 
mand side need not be too serious. 
With only a reasonable amount of 
economic statesmansnip in Con- 
gress, in corporation offices, and 
in union headquarters, we mignt, 
after the ragged break which we 
have made from the startiag gate, 
settle down to a steady and sus- 
tainable pace for the long pull. 
This wiil certainly require ,that 
policy be geared to at least a 10- 
year perspective, witn burdens 
not larger than can be borne by 
the economy without breakdown 
and by the people without serious 
loss of morale. 

As to fiscal and monetary ii- 
fluences, inflation was under way 
before Korea, and the inflationary 
potential has been markedly in- 
creased since. I am one of those 
old-fashiored people who believe 
that Congress must hold its spend- 
ing vroclivities down and boost 
its taxing determination up ito au 
point where we put ourselves on 
a pay-as-you-go basis. Only so 
can we provide a monetary setting 
in which the not-unmanageable 
supplv-and-demand factors of the 
national market can work them- 
selves out without dangerous ce- 
moralization or highiy undesir- 
able controls. It would really be 
some of both because I do not be- 
lieve that price controls. will 
really contain the infiationary 
impact of continued large deficits. 

On the inonetary side, creait 
control is a powerful but as yet 
untested tool, The receni move- 
ment of the Federal Reserve 
Board io exercise the responsi- 
bilities of a central bank toward 
monetary stabilization are justi 
comirg to the show-down staze. 
We shall be seeing what skill and 
agility the Reserve Board autnor- 
ities will display. We shall alsu 
test the willingness of our people 
to be stabilized or see whether 
each particular gioup will resort 
to political pressure as an escape 
hatch. 

As to the action of Congress in 
the fiscal area, I am afraid that a 
temporary easing of ovr situation 
may lull them into a lavish atti- 
tude on appropriations and a 
wobbly one on taxes. As you all 
know, the price indexes have 
flattened out and there seems a 
possibility that they mignt even 
recede somewhat. There are jots 
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of people in Congress and out 
who would like to conclude from 
this that “it ain’t gonna rain no 
more” and thus it isn’t really 
necessary to fix the roof. 

As to special government con- 
trols, they have been demanded 
and already to some extent in- 
voked by people who look hope- 
fully to bread pills and poultices 
instead of accepting needed major 
surgery. My own attitude on 
controls is that those which inter- 
vene in the price system, including 
wages and profits, are not only 
burdensome but economically 
mischievous. They freeze the 
bearings and put sand in the gear 
boxes just when we should have 
maximum flexibility to effect the 
myriad local adjustments and re- 
adjustments that are needed in 
any conversion period. In an ad- 
dress a few days ago, I expressed 
the view that “If Dr. Alan 
Valentine can keep his Economic 
Stabilization Agency down to an 
advisory rather than an operative 
role, he will have earned the 
gratitude of his fellow citizens.” 
Whether he can or not will prob- 
ably depend on the spending- 
taxing ratio that Congress works 
out. 

Materials controls have in my 
judgment greater usefulness and 
less danger, assuming that they 
are applied with technical skill 
and practical wisdom. They can be 
made specific as to physical oper- 
ations and, with proper adminis- 
tration, can be imposed, modified 
and lifted with more promptness 
and fewer after-effects than can 
price controls, They can favor- 
ably condition the market situa- 
tion toward accomplishing. in- 
directly what price controls seek 
—and fail—to do directly. 

Fiscal and credit controls, 
because they affect aggregates, 
have tremendous power. If they 
could be applied scientifically, 
they could be major stabilization 
devices even in such troublous 
times as we are now in. Slowed 
down to the pace at which Con- 
gress can act and subjected to the 
political forces which bear upon 
it, it seems very doubtful that 
fiscal policy will contribute much 
to relieve the strains imposed by 
the preparedness effort. On the 
contrary, I fear that the deceptive 
lull in the market situation due 
to the turning off of civilian de- 
mand before military disburse- 
ments rise massively may mean 
that about a year from now a 
delayed inflationary explosion 
may hit us. 

As for credit controls, the Fed- 
eral Reserve Board has about as 
close an approximation to a 
scientific apparatus for determin- 
ing policy and action as it would 
be possible to set up in a free 
enterprise government. Person- 
ally, I anticipate that the resent- 
ments of those who are adversely 
affected by credit rulings will 
prevent even a fair test of the 
effectiveness and limitations of 
this stabilization device. 

In free America it is “we” not 
“they” who will determine the 
outcome ‘of the economic tests 
that confront us while military 
threats have to be met. We are 
in rehearsal for the drama of to- 
morrow. The whole world is our 


audience and Stalin sits watchful 
in the No. 1 box. Let us lose no 
time in getting together for an 
impressive performance! 
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siderably less than 5% of produc- 
tion is going for rearmament. This 
means that we face the problem 
of supporting a rearmament boom 
on top of the greatest peacetime 
boom we have ever known, un- 
less steps are taken to shrink 
civilian demand. This is true be- 
cause, obviously, little can be 
done about the rearmament pres- 
sure on the economy, as Stalin 
and the Politburo “call the tune” 
on all matters of military pre- 
paredness. 

In a directed economy such as 
we have, the government can do 
many things to reconcile demand 
and supply when the public in- 
terest so requires. Effective de- 
mand can be increased, diverted 
or reduced by both direct and in- 
direct means. Supply, likewise, 
can be shaped to fit the most 
pressing, or most socially desir- 
able, needs of the economy. 


Steps Already Taken to Curb 
Inflation 


Several steps have already been 
taken by the government to curb 
further inflation. 

First of all, taxes were promptly 
raised—and how! Moreover, as an 
earnest of “things to come,” the 
present law provides for a further 
increase in taxes next year! Taxes 
simply mean that your purchas- 
ing power is transferred to the 
government. Civilian purchasing 
power is thus directly reduced, to 
say nothing of the pyschological 
effect. 

Measures taken to reduce effec- 
tive demand by means of credit 
control are numerous, funda- 
mental and categorical. Moreover, 
it has been officially announced 
that these quantitative restrictions 
will be prosecuted vigorously and, 
in addition, will be tightened as 
experience indicates the need. 
These credit control measures are 
so important that they merit spe- 
cific consideration. 

First, the rediscount-rate of the 
Federal Reserve Banks was raised 
from 11% to 154%. As you know, 
such action is far more important 
than a mere increase of 4 of 1% 
in the basic rate of interest. It 
trumpets the views and the in- 
tentions of the money managers, 
and thus has a powerful psy- 
chological effect under most cir- 
cumstances. 

Second, the short-term rate on 
government securities was per- 
mitted to rise above the 114% 
rate which many had viewed as 
the top limit that the Treasury 
would pay on such _ borrowing. 
Under the influence of this in- 
crease and the higher discount 
rate, all other money market rates 
increased, 

Third, consumer credit, which 
had reached the fantastic level of 
$21 billion, was brought under 
control through the reimposition 
of wartime Regulation W. When 
first reimposed, it was quite mild 
—in fact, more liberal than the 
terms the better lenders were re- 
quiring as a matter of credit pro- 
tection and business prudence— 
nonetheless, retailers, particularly 
furniture dealers, called on 
Heaven to bear witness that the 
regulation was _ discriminatory, 
paralyzing and unnecessary! The 
answer of the Federal Reserve 
Board was a tightening (October 
16) instead of an amelioration of 
the terms. It was also made known 
that if experience indicated that 
further restrictions were neces- 
sary, they would be promptly 
forthcoming. 

Fourth, mortgage credit, which 
likewise has reached unprece- 
dented levels, has been restricted. 
According to Governor Szymczak 
of the Federal Reserve Board, 
home mortgages made by ail 
lenders in the first half of 1950 
exceeded $6.5 billion. By the end 
of June, total home mortgage 


debt was in excess of $40 billion, 
an all-time record and more than 
double the total at the end of 
World War II. In consequence, 
mortgage credit on new construc- 
tion, for the first time in history 
has been turned over to the Fed- 
eral Reserve Board for controls. 
This has been done to trim con- 
struction activity to fit the re- 
armament effort, by reducing the 
inflationary pressure flowing from 
the greatest housing boom the 
world has ever known. Regulation 
X, which was promulgated for 
this purpose, was unexpectedly 
severe. Simultaneous with the is- 
suance of Regulation X by the 
Board, a similar regulation was 
issued by the Housing and Home 
Financing Agency covering loans 
guaranteed by the FHA. By re- 
quiring stiff down-payments and 
shortening the period of amorti- 
zation, these ended the dangerous 
practice of no, or little, down pay- 
ments and monthly’ carrying 
charges less than rent. The bitter 
protests of the construction indus- 
try notwithstanding, the full effect 
of these restrictions will not be felt 
for some time, as they do not ap- 
ply to houses started before Aug. 
3, 1950, nor do they apply to the 
great number of FHA loan ap- 
plications which were approved 
in the last minute rush of the 
weeks before the controls became 
effective. (One savings bank alone 
announced that by working over- 
time during that period, it was 
able to give firm commitments 
for upwards of 2,000 new dwell- 
ings! ) 

Looking to the future, these 
credit regulations will cover 
nearly all loans and advances on 
newly constructed one- and two- 
family houses; they will drastically 
reduce the effective demand, and 
consequently, the production of 
such units. In addition, restric- 
tions on credit extension on new 
rental housing and commercial 
construction are being prepared. 
Here, however, the effect will not 
be so great, as the credit standards 
are considerably higher, and thus 
there is not so much to be cor- 
rected. 


Further Steps to Curb Inflation 

Controls of a more direct na- 
ture, such as the D. O. (Defense 
Order) regulation, have also been 
instituted. Allocations and priori- 
ties are inevitable in many lines. 
More drastic inventory control is 
certain to come. And, of course, 
after the election, price and wage 
controls will be inaugurated. 

While no one can say just what 
the extent or the severity of the 
price and wage controls will be. 
we do know the most important 
factors in their determination. As 
the unions are, as far as possible, 
getting their wage increases be- 
fore the election, they will un- 
doubtedly insist on the imposition 
of price and wage controls after 
the election. It seems inescapable, 
therefore, that their success in 
the current round of wage in- 
creases and the power they dem- 
onstrate at the ballot box will de- 
termine whether the controls will 
be mild or drastic. So, keep your 
eye on the election! 


Probable Result of Efforts to 
Curb Inflation 


The basic economic aspects of 
the investment problem might be 
summarized as follows: Inflation- 
ary pressures are very great, but 
because of the steps already taken 
and those that undoubtedly will 
be taken, inflation will not go as 
far as most people think. 

Certainly, inflation will not go 
as far as the speculators who are 
selling the dollar short in the 
world markets seem to hope. The 
speculative demand for Canadian 
securities and Canadian exchange, 
part of the strength of some of the 


other exchanges, and the ear- 
marking for foreign account in 
the last 12 months of some $2 bil- 
lion of gold at the Federal Re- 
serve Bank of New York, all 
represent an extreme view on the 
future of the dollar, and it should 
be recognized as such. 


Impact of Rearmament and 
Controls on the Money 
Market 


The immediate consequences of 
the civilian boom and the rearma- 
ment plans has been an increase 
all along the line in money rates. 
This was caused by the rapid in- 
creases in consumer credit, com- 
mercial credit and mortgage 
credit, and more recently by the 
anti-inflation policy of the mone- 
tary authorities. 

Before joining in the chorus of 
“Happy Days Are Here Again,” 
however, lenders should weigh 
the later consequences of the 
steps which have been taken by 
the government to trim the civ- 
ilian economy and_ purchasing 
power to fit the increasing pres- 
sure of the rearmament program 
and to curb inflation. To put it 
briefly, the direct controls of de- 
fense priority and allocation of 
scarce materials will largely re- 
move the need for quantitative 
credit controls. But, if not, the 
monetary authorities still have 
Regulation W and Regulation X, 
and the screws can be tightened a 
little more! This is one “deal” 
that the Administration can’t lose, 
because they can work it from 
poth sides to the extent that is 
necessary to accomplish their pur- 
poses. Whether the decline in 
mortgage credit and consumer 
credit arises from restrictions on 
the use of raw materials or from 
retrictions on the use of credit, is 
immaterial—the only fact of sig- 
nificance to the money market is 
that when the full effect of these 
measures is felt, there will be 
sharp decreases in the demand for 
credit and capital, particularly 
mortgage financing. This means 
easier money conditions. 

In short, although the immedi- 
ate outlook is for a continuation 
of tight money, we can anticipate 
a decrease in money rates once the 
controls become fully operative. 

In any event, there is no ques- 
tion about the 212% rate; it will 
not be broken. The rearmament 
program guarantees that. So, 
there is no need of selling the 
long-term tap issues if you hold 
them, especially if you have no 
better place for the proceeds! 

By the same token, should high- 
grade corporate bonds go down 
because of the current increase in 
money rates, don’t hesitate to buy 
them. 


Impact of Rearmament and 
Controls on the Price of 
Equities 

Equities, however, as always, 
are quite a different problem. I 
can’t recall a time when stock 
prices were subject to so many di- 
verse influences. 

On the favorable side, we have 
the certainty that overall business 
activity will be at an extremely 
high level for a long time (in fact, 
it may be almost indefinitely, if 
the Russian impasse is. not 
broken!). The demand for com- 
modities is great. The sellers’ 
market offers possibilities of econ- 
omies which, undoubtedly, will 
not be overlooked. In particular, 
simplification of styles and elim- 
ination of annual models will 
mean a great deal in some indus- 
tries (the automobile industry 
for example, is expected to stand- 
ardize production on the present 
models for the duration of the re- 
armament program). And, finally, 
profits are at a satisfactory level 
in most industries and are increas- 
ing. 

On the unfavorable side, taxes 
are higher and will go still higher. 
Already the corporate normal and 
surtax rates are higher than in 
World War II, and, as I said, there 
is more to come! An excess prof- 
its tax is a certainty (in this con- 


nection, it should be borne in 
mind that the tax will be based 
on excess profits—profits greater 
than some arbitrary standard set 
in Washington—and not on war or 
rearmament profits). Higher 
wages are a certainty in many in- 
dustries. Higher costs due to 
overtime, “green” labor and the 
other inefficiencies which flow 
from what might be called “over- 
employment” are also inevitable. 

These powerful opposing factors 
indicate that the indiscriminate 
buying of equities, as some peo- 
ple seem to be doing, is no solu- 
tion to an investment problem. 
Of course, indiscriminate buying 
of equities never was a solution 
to anything (except how to get to 
the poorhouse quickly!), but it is 
less satisfactory under present 
conditions than ever before. 

If you are tempted to buy 
equities solely as a “hedge” 
against inflation, take a good look 
at the record before you go over- 
board! You will find that an in- 
crease in commodity prices does 
not necessarily mean an increase 
in stock prices. In recent years, 
for example in the 1946-1948 pe- 
riod, commodity prices went up 
sharply while equity prices stayed 
down; in 1949-1950, commodity 
prices went down while equity 
prices went up! 


Policy on Equities 

Quality counts for more in com- 
mon stock than in most any other 
line. With quality as a prere- 
quisite, a sound policy on equities 
would give high priority to the 
purchase of the following types, 
under present conditions and out- 
look: 

At the head of the list would 
be good dividend paying stocks of 
old, well-established companies, 
which would not be hit too hard 
by the excess profits tax. High on 
the list, also, would be the stocks 
of integrated oil companies. De- 
mand is assured, and growing, in 
war and in peace. The tax ad- 
vantage flowing from the favor- 
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able treatment of depletion and 
the “inflation hedge” aspect of the 
long-term realization on their 
underground reserves, makes 
them especially attractive at pres~ 
ent. The stocks of companies 
which turn over their inventories 
rapidly also offer special advan- 
tages, under current conditions 
and outlook. They are practically 
assured of good profits in a period 


of rising prices and strong de- 
mand. 


Policy on Real Estate 


As to policy in the real estate 
field, beyond question the real es- 
tate price structure has been con- 
siderably strengthened by recent 
developments. Mortgages are more 
attractive than before Regulation 
X. This is particularly so because 
the supply is bound to decrease. 
Now is the time to buy them if 
you can find good ones, as they 
will be much harder to come by 
later. 

This is also a good time to buy 
commercial property and rent it 
back on a participating lease 
basis. A fixed rental and a share 
of the gross income constitute the 
best basis for protection under 
present conditions and outlook. 
Obviously, you should under no 
circumstances base the lease pay= 
ments on net income. 


’ 
Conclusion ; 


In closing, may I paraphrase a 
copybook theme. These may be 
times that try the souls of invest- 
ment men, but they enable you to 
rise above the common run of 
men and prove that their faith in 
your professional competence is 
fully justified. Now is the time to 
be tough-minded and reach your 
own conclusions through the proe- 
ess of research, analysis and 
judgment! Now is the time for 
vision and imagination. Now is 
the time for discrimination and 
good judgment. Now is the time 


to prove that you are a real in- 
vestment man. 
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People Really Balloting on Dollar: Rukeyser , 


Commentator maintains elections will decide real value of 
people’s life insurance, savings, bonds, pensions, and annuities. 


BETHLEHEM, Pa.—In the bal- 
loting on Nov. 7, the American 
people will be making decisions 
bearing on the future buying 
power of the 
dollar, and 
hence On the 
real value of 
their life in- 
surance, their 
money sav- 
ings, their 
bonds, their 
pensions and 
their annu- 
ities. 

This view- 
point was 
expressed 
here Oct. 28 
by Merryle 
Stanley 
Rukeyser, 
economic commentator for Inter- 
national News Service, in an ad- 
dress before the Bethlehem Din- 
ner Club. 

Mr. Rukeyser, who is author of 
“Financial Security in a Changing 
World,” asserted that “with the 
crossing of the economic rubicon 
approaching,” it is timely in a bi- 
partisan spirit to evaluate the 
economic consequences of deci- 
sions affecting personalities and 
issues. A strong and independent 
82nd Congress, consisting of men 
of foresight, economic maturity, 
and a capacity to dissect policies 
or procedures, would be a step 
toward solvency and control of 
the threat of a runaway inflation. 

“On the other hand, a new man- 
date for ‘bread and circuses,’ at 
this time when _ international 
tenseness makes for extraordinar- 
ily high military expenditures, 
would be an invitation for reck- 
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less inflation. In his own self= 
interest, it behooves every voter 
to find out where local candidates 
stand on the great economic is- 
sues. Once candidates have com-=- 
mitted themselves to a policy of 
financial prudence and forbear- 
ance, citizens should undertake to 
hold them to the line through fre- 
quent direct communications and, 
if necessary, through critical let- 
ters to the editor of the local 
newspaper.” 

Having just completed a trans-= 
continental fact - finding tour 
which took him from coast te 
coast and from border to borcer, 
Mr. Rukeyser pointed to the cur- 
rent high level of business activity 
and employment. The econornist 
declared that the momentum 
would last for some time, and 
gave management an opportunity 
to improve internal business prac- 
tices and defects, He admonished 
against becoming overextended 
during an inflationary boom. 


Correction “Ty 


In The “Financial Chronicle” of 
Oct. 26 it was reported that Wer- 
ner G. Smith, Inc., Union Com- 
merce Building, Cleveland, were 
engaging in the securities busi- 
ness. This was in error, we are 
informed, the firm being author- 
ized to deal only in their own se- 
curities. It is not engaged in a 
general securities business. 


Darragh A. Park, Jr., With 
Courts & Co. in N. Y. 


Darragh A. Park, Jr., has be- 
come associated with the New 
York City office of Courts & Co., 
30 Broad Street. Mr. Park was 
formerly with C. J. Devine & Co, 
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As We See It 


instances would reduce or even put an end to abuses 
which have arisen during the past few years of infla- 
tionary trends. Obviously, of course, they strike unevenly 
at various types of business, and give ground for com- 
plaints of discrimination which may at times at least have 
validity. More general credit control, such as that taking 
the form of higher reserve requirements, could be effec- 
tive in reducing total money supply, and, via the psychol- 
ogy route, tend to reduce the degree in which funds in 
being are employed by their owners. They could also 
be of little consequence—depending upon the line of Re- 
serve policy—as respects the obligations of the Federal 
Government. The most virulent element in the existing 
inflationary potential stems from the enormous past pur- 
chases of such securities by the Federal Reserve itself. 
Of late. there has been a declaration of independence on 
the part of the Reserve authorities. Whether it will really 
stick, and the extent to which the authorities are ready 
to go in the event of a real break in the government bond 
market, are, however, still matters of conjecture. 


A Governmental Responsibility 

The fact remains that none of these measures goes 
to the root of the inflation threat by which the country 
is now faced, and it is rather more than doubtful as to 
whether any of them really get at the root of the infla- 
tionary potential now existing in this country. The ulti- 
mate responsibility lies not with the Federal Reserve but 
with those branches of the Federal Government which 
control the fiscal affairs of the nation. The Reserve au- 
thorities have in the past—whether reluctantly or not is 
not here in point—been led to support the Treasury in 
wrong-headed fiscal policies, and thus to make much 
easier the faulty financial management indulged in by 
the Administration and Congress. The Reserve Board 
should in our opinion initiate a program now of gradually 
undoing the mischief it did during the war. It, one hardly 
need add, should resolutely refuse to be a party to similar 
courses in the months and years to come regardless of 
what lies ahead. 

But to ask the so-called central banking authorities 
in this day and time to pursue such a course in the face 
of the pressures which the Federal Government can bring 
and doubtless would bring upon them is a counsel of per- 
fection. It is to ask for better bread than can be made of the 
wheat currently available. Whether, even if it could suc- 
ceed in pursuing such a course, it could oblige the Federal 
Government to conform, is rather more than doubtful. 
There are many ways in which a determined Administra- 
tion and a slovenly Congress could circumvent such action 
by the Reserve authorities. The central bankers of the 
nation should, of course, do all that lies within their power 
to “hold the line,’ but their success or failure would in 
any event be determined by the cooperation received 
from the Treasury and from Congress. 


Reduce Outlays! 


As to the future, the first requirement is to reduce 
outlays to an absolute minimum. Billions should be ruth- 
lessly stricken from non-defense expenditures. No one 
should for a moment accept the plea that such reductions 
are not possible. They are possible, and they should be 
effected at the earliest possible moment. Then, every 
effort should be made—as was not made during the war 

to place military operations upon an efficient footing. 
There is not the slightest doubt that soldier for soldier, 
all things taken into full consideration, World War II 
cost us more than any other war ever cost any nation in 
the world. The usual excuse that the urgency of war made 
it foolish to stop to count costs, is simple humbug. We 
spent money like drunken sailors, spent it in ways and for 
purposes which had nothing to do with winning the war. 
We cannot continue this sort of thing indefinitely, the 
less so if we are to carry not only our own cost burdens, 
but those of about half the world. 

Having pruned expenditures to a minimum, we must 
collect from ourselves taxes, soundly conceived and effi- 
ciently levied, in amounts necessary to meet outlays, at 
least. so long as such outlays remain in the ranges now 
envisaged. Let no one say that this is clearly impossible; 
we insist that it is clearly possible, and indeed the only 
way by which we can avoid very costly and troublesome 
inflation now and in the future. Selling bonds to “bona 
fide investors” as a means of avoiding inflation arising 


The Commercial and Financial Chronicle 


from Treasury deficits can succeed only in circumstances 
which do not today exist and are not likely to be brought 
into being in the early future. 

Such tasks are for Congress and the Administration. 


not the banking system. 
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Problems in Production 
Race with Russia 


rate of output. The most im- 
portant immediate problem of 
the country is to get the addi- 
tional output required for defense 
without retarding the growth in 
the country’s productive capacity. 
The second most important eco- 
nomic problem of the country is 
to get the needed production with 
the least possible inflation of 
prices. 
II 

The first effect of the Korean 
War has been a very encouraging 
rise in production. 3etween the 
second and third quarters of 1950 
the gross national product, cor- 
rected for the advance in prices, 
increased about $4.8 billion, as an 
annual rate, or about 1.8%. The 
index of industrial production, 
which in the second quarter of 
1950 was 11.9% above last year, 
had jumped by September to 
18.0% above last year. Employ- 
ment between May and Septem- 
ber increased 1.5 million in com- 
parison with an increase of 700,- 
000 last year and unemployment, 
which had been running about the 
same aS a year ago, dropped to 
more than a million below last 
year. The increase in output 
made possible a 3% rise in the 
quantity of goods going to con- 
sumers. This figure allows for 
the rise in prices. Particularly 
important, non-agricultural busi- 
ness concerns substantially in- 
creased their expenditures on new 
plant and equipment. In the May 
survey non-agricultural  enter- 
prises reported that they expected 
to spend on new plant and equip- 
ment during the third quarter at 
an annual rate of $17.9 billion: in 
the July-August survey they re- 
ported planned expenditures at 
an annual rate of $20.2 billion, a 
rise of 13%. These figures do not 
include various equipment and 
construction outlays charged to 
current expense, Part of the in- 
crease represents an advance in 
prices and construction costs and 
part of the outlay will go for 
special equipment that has no use 
in civilian production. Nearly 
all of the substantial increase in 
outlays by electric and gas utili- 
ties, railroads, mines. and com- 
mercial establishments, however. 
adds to the country’s capacity to 
product civilian as well as mili- 
tary goods, and much of the 
higher expenditures in the manu- 
facturing industries add to the 
country’s overall capacity, It re- 
mains to be whether busi- 
ness concerns were able to raise 
their purchases of plant and 
equipment by the planned amount. 

The rise in expenditures on 
plant and equipment in the third 
quarter of 1950 was possible be- 
cause little increase had occurred 
in the output of military goods. 
Can the economy continue to 
expand its capacity at a high rate 
after there is a large rise in the 
Output of military goods and can 
a high rate of outlay on plant 
and equipment be continued 
without producing a substantial 
rise in prices and the many in- 
equities that go with such a rise? 


Ill 

In the second quarter of 1950, 
all expenditures on private in- 
dustrial plant and equipment, 
agricultural and nonagricultural, 
including outlays charged to cur- 
rent expense, were running at an 
annual rate of about $30 billion. 
A reasonable target for the next 
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year or sO would be a continua- 
tion of these expenditures at that 
rate. There are two ways of ac- 
complishing this result in the face 
of a rise of $18 billion to $28 
billion in outlays on defense and 
foreign military aid. One is by 
an increase in the total output of 
the economy. The other is by 
cuts in the consumption of indi- 
viduals and in the purchase oi 
nonmilitary goods by the local, 
state and national governments. 

How much can the output of 
the economy be increased during 
the next year? The “normal” 
increase would between 3% 
and 4%, or between $8.4 billion 
and $11.2 billion in dollars of 
third quarter of 1950 purchasing 
power. The actual increase de- 
pends upon the growth in the 
labor force and the rise in output 
per manhour. During the next 
year, it ought to. be possible to 
increase the labor force by more 
than the usual amount, partly by 
increasing the _ proportion of 
women of working age who are 
employed, partly by postponing 
the retirement of men now in the 
labor force, and partly by draw- 
ing back into the labor force men 
who recently retired. The pro- 
portion of women of 14 years of 
age or more in the labor force was 
over 36% in 1944 and is now 
about 32%. It ought to be pos- 
sible to recover about half of the 
drop that has occurred since 
1944—-particularly in view of the 
fact that working has been gain- 
ing rapidly in popularity among 
women of 44 years of age or more. 
If the proportion of women of 
working age in the labor force 
were raised to 34%, the increase 
in the labor force would be about 
1.1 million, 3y postponing re- 
tirements and drawing back into 
employment recently retired men, 
the proportion of males of 65 
years of age or more on the labor 
force could be raised from 45% 
(the present figure) to 50%, the 
ratio reached in 1944. This would 
add about 300,000 to the labor 
force. Raising the proportion of 
men above 65 years of age and of 
women of all working ages in the 
labor force, together with the 
normal growth of the labor force, 
ought to make possible a rise of 
2 million to 2.5 million in the 
number of people employed (in- 
cluding those in the armed rv- 
ices) during the next year. 

The normal 
manhour 
a year, 


be 


rise in 
be about 2.5 
Can this rate of increase 
be maintained at a time of very 
high demand and of large shifts 
in the kind of produced?’ 
Probably not, at least during the 
first year of the enlarged defense 
program, Indeed, it is quite pos- 
sible that there will be a small 
drop in output per manhour dur- 
ing the first year of the enlarged 
defense program. During the third 
quarter of 1950, unemployment 
averaged 2.7 million. It will be 
still further reduced—probably by 
about 1 million to around 1.7 mil- 
lion — higher than during the 
Second World War, but lower 
than in 1947 or 1948. If there 
were an expansion of the labor 
force (including the armed serv- 
ices) of 2 million, a reduction of 
unemployment of 1 million, no 
increase in output per manhour, 
and no significant change in the 
length of the work week, the 
gross national product in the third 
quarter of 1951 would be running 
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at the annual rate of $295 billion 
in dollars of present purchasing 
power. If there were a drop per 
manhour of 1°, the gross national 
product would be at the annual 
rate of about $292 billion of pres- 
ent purchasing power. If the 
labor force were to increase by 
2.5 million, output per manhour 
were to rise by 2.5%, unemploy- 
ment to drop by 1 million, the 
national product would be run- 
ning at the annual rate of $305 
billion of present purchasing 
power. This spread of figures, 
from $292 billion to $305 billion, 
is a wide range of estimates. The 
lowest is probably too low and 
the highest too high. A middle 
figure of about $298 billion in. 
present dollars, or about $16 bil- 
lion above the annual rate of pro-’ 
duction in the third quarter of 
1950, will probably turn out to be 
not far from reality. 

If the country can increase its 
output by $16 billion during the 
next year and if the absorption of 
goods by defense and foreign 
military aid rises by $18 billion, 
nearly all of the defense needs can 
be met out of the increase in pro- 
duction. If expenditures on de- 
fense and foreign military aid 
are to be raised by $28 bil-. 
lion (in terms of present dol- 
lars) by the end of 1951, they 
will be running at the annual rate 
of about $23 billion in the third 
quarter. In order to prevent ex- 
penditures on industrial plant and 
equipment from falling below the 
second quarter of 1950, some drop 
in the consumption of goods by 
individuals and by local, state 
and national governments for 
nonmilitary purposes would be 
necessary. Since the rate of out-" 
lay for industrial plant and equip=- 
ment in the second quarter of 
1950 was somewhat below the 
third quarter, a cut of about $6 
billion in the consumption of 
goods by individuals and in the 
nonmilitary expenditures of the 
local, state and national govern- 
ments would suffice to make 
unnecessary a drop in the in- 
crease and replacement of indus= 
trial plant and equipment. 


IV 

How can the absorption of 
goods by consumers and the ab- 
sorption of goods for nonmilitary 
uses of the local, state and national 
governments be reduced by about 
$6 billion a year? Unfortunately, 
no large reduction can be expected 
in the nonmilitary consumption 
of goods by the governments. 
Perhaps about a billion of non- 
essential government expenditures 
on distinguished from 
transfer payments) might be cut 
off. This leaves a for 
reductions of $5 the 
purcn.: consumers. 
In order to release the right kind 
of productive capacity for the out- 
put of military, construction and 
durable n goods. cut 
trated in 
d dur- 
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Hence, cuts of $5 
year in the output of 
and durable consumer 
would require a reduction 
of about 12‘ in their output. 
Such a reduction could be brought 
about by allocations of scarce 
materials and by stricter terms of 
real estate and consumer credit. 
Vv 

Can expenditures on industrial 
plant and equipment of $30 billion. 
a year be financed by noninfla- 
tionary methods? The answer to. 


consumer 
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was at 
rate of about $40 
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little larger, 
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1 There are, of course, additional cuts 
in government transfer payments (un- 
employment compensation, old-age as- 
sistance, support of farm prices, and aid 
to veterans) that might be made. Such 
cuts reduce the purchases of goods and 
services, not by the government, but by 
the persons who would have received 
the transfer paynients. , 
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this question is far from clear. 
Cne of the first effects of the 
Korean War was to reduce sub- 
stantially the rate of saving by 
both individuals and corporations. 
In the second quarter of 1950 in- 
diviauals spent 94.4 cents out of 
every aollar of personal income 
after taxes on consumer goods; in 
the third quarter, 96.5 cents. The 
drop in the annual rate of per- 
sonal saving was $4.0 billion. The 
operating profits of corporations 
also fell. These are profits cor- 
_rected for the inventory valuation 
_adjustment and represent the vol- 
ume of income available for dis- 
_tribution as dividends or reinvest- 
*-mment in the business. In the third 
',quarter, profits after inventory 
“valuation adjustment were run- 
ning at the annual rate of $16.2 
billion in comparison with $18.0 
billion in the second quarter and 
$21.0 billion in the third quarter 
of last year—a drop of 22.8% in 
comparison with last year. If per- 
sonal and corporate savings do 
not rise above the low rates of 
the third quarter of 1950, industry 
_will probably have to engage in 
inflationary borrowing from com- 
‘mercial banks in order to finance 
expenditures on plant and equip- 
.ment at the rate of $30 billion a 
year. The precise amount of bor- 
-rowing would depend upon the 
size of the drop in absorption of 
savings by housing and other non- 
_industrial private building, upon 
the absorption of saving by gov- 
ernment budget deficits, and upon 
the extent to which the purchase 
of plant and equipment can be 
financed by depreciation allow- 
ances. If the absorption of sav- 
ings by housing and other non- 
industrial uses drops from about 
$13 billion a year (the mid-1950 
rate) to $9 billion, if all govern- 
ment budgets are balanced, and 
if business depreciation allow- 
ances and capital outlays charged 
to current account are about one- 
fifth larger than in 1949, bank 
loans of about $2.5 billion would 
be needed to finance expenditures 
of $30 billion a year on plant and 
equipment, 


An expansion of loans of this 
amount would probably not quite 
provide the country with the ad- 
ditional money supply needed to 
match the growth in production. 
But if deficits in the local, state, 
and national budgets run $4 bil- 
lion to $5 billion a year is 
likely), a substantial increase in 
personal saving or a considerable 
amount of bank borrowing by 
business concerns would be nec- 
essary. The low rate of personal 
saving during the third quarter of 
1950 was in large part due to the 
rapid rate at which individuals 
were going into debt to buy hous- 
ing and durable consumer goods. 
Tighter credit terms in these fields 
may be effective in bringing about 
‘the needed increase in personal 
saving and in preventing or off- 
setting inflationary bank borrow- 
-ing by business concerns. 
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VI 

How effectively can the rise 
in prices be controlled? Limiting 
‘the rise in prices is less important, 
as I have pointed out, than in- 
creasing production, but it is im- 
portant. There is danger, how- 
‘ever, that the methods used to 
“control prices will make it diffi- 
cult for enterprises to finance the 
expansion of plant and equipment. 
The problem of controlling prices 
has two aspects—limiting the rise 
in the cost of producing goods and 
limiting the demand for goods. 
An adequate program of control- 
ling inflation must deal with both 
the cost and the demand aspects 
of the problem. The prospects are 
not bright that either costs or de- 
mand can be sufficiently limited 
to prevent at least a moderate rise 
in prices during the next year. 

The cost of producing goods 
will be raised by wage increases. 
During the next 15 months, when 
‘the armed services will be in- 


creased by 1.5 million and un- 
employment will be undoubtedly 
less than 2 million, unions will 
be in an unusually ‘strong bar- 
gaining position. In 1947 and in 
1948, when unemployment aver- 
aged about 2.1 million, wages in 
manufacturing, as measured by 
hourly earnings, rose about 10.9% 
in the first year and 7.9% in the 
second year. In other industries 
the advance in wages was also 
rapid. During the next year wages 
will undoubtedly increase faster 
than in 1948 and probably faster 
than in 1947. Even if output per 
manhour were to rise by 2.5%, 
the advance in labor costs would 
be around 7.5%. If output per 
manhour does not increase or in- 
creases at substantially less than 
the normal rate, labor costs may 
rise by as much as 10%. These 
conclusions might be modified by 
wage controls, but there is little 
likelihood that such controls will 
be applied promptly enough or 
that they will be sufficiently dras- 
tic to have much effect on the 
rise in wages during the next 
year. The increases in the charges 
of the self-employed for goods 
and services may also be regarded 
as an increase in costs and these 
increases will be fairly substantial. 


Some people believe that higher 
labor costs can be absorbed out of 
profits. This view overlooks the 
fact that corporate profits after 
inventory valuation adjustment 
are now substantially lower than 
at any time in the last 2% years. 
The prospective rise in costs shows 
that an increase in prices cannot 
be prevented simply by measures 
directed at limiting the demand 
for goods. Unless prices rise in 
substantially the same proportion 
as costs, the advance in costs will 
produce unemployment which the 
country cannot afford. Inciden- 
tally, if wages and labor costs 
were to rise more rapidly than 
prices, the drop in profits would 
lessen the ability of business con- 
cerns to finance the purchase of 
new plant and equipment. Whether 
the results would be serious or 
not would depend, of course, upon 
how substantially profits were 
cut. 

The tendency for rising costs to 
bring about an increase in the 
price level will be strongly rein- 
forced by the growth of demand 
in relation to supply—especially 
the demand for consumer goods. 
The demand for goods will be 
raised by the growth in the labor 
force, the advance in wages, and 
the increase in the income of the 
self-employed. By the third quar- 
ter of 1951, payrolls and the in- 
comes of the self-employed are 
likely to be running at an annual 
rate of at least $20 billion above 
the third quarter of 1950. The 
supply of goods available to con- 
sumers, as I have pointed out, will 
probably be somewhat below the 
third quarter of 1950. 


Higher tax payments by indi- 
viduals under present and pro- 
posed legislation will not absorb 
more than half the prospective in- 
crease in personal income. Indeed, 
some of the most important in- 
creases in taxes, such as_ the 
higher rates on corporate profits 
or the proposed excess profits tax, 
will not directly absorb any per- 
sonal income. The higher rates of 
taxation of corporate profits will 
tend to increase the prices of 
goods and, to the extent that they 
do not, will tend to diminish the 
ability of corporations to exparntg’ 


next year or two would strengthen 
the willingness to spend money 
two years or so hence, when 
spending on military durable 
goods shifts to a replacement 
basis and drops perhaps $5 billion 
to $10 billion a year. Since the 
prospective rise in prices makes 
the purchase of bonds unattrac- 
tive for individuals, corporations 
have a golden opportunity to raise 
funds for the expansion of plant 
and equipment by the sale of 
equities and at the same time to 
acquire badly-needed stock- 
holders. The government is in 
even a better position than cor- 
porations to encourage saving, es- 
pecially among small savers. Of 
Course, no individual wishes to 
buy a government bond that is 
bound to depreciate in purchasing 
power. The government, however, 
would have no trouble in selling 
a large volume of non-negotiable 
savings bonds to individuals if the 
bonds were made redeemable in 
a fixed amount of purchasing 
power. The government, however, 
would need to require that the 
bonds be held for a minimum 
period of time in order to be re- 
deemable in a fixed amount of 
purchasing power. 


The quantity of purchasing 
power bonds that the government 
could wisely sell would depend 
upon several conditions, including 
the increase in labor costs, the rise 
in personal incomes, the yield of 
the personal income tax, and the 
absorption of personal incomes by 
the purchase of corporate securi- 
ties and by investment in un- 
incorporated businesses. Personal 
incomes after taxes and saving 
would need to be large enough, of 
course, to buy the output of the 
consumer goods industries at the 
higher prices made necessary by 
higher labor costs. It is probable 
(although not certain) that the 
growth in the demand for goods 
caused by wage advances will be 
less than the rise in labor costs 
accompanying the same wage in- 
creases—at least during the next 
year when gains in efficiency will 
be hard to achieve. Consequently, 
the greater the advance in wage 
rates, the smaller will be the vol- 
ume of savings bonds that the 
government can wisely sell. 

Vil 

The prospect that there will be 
a moderate rise in prices during 
the next year or so raises the 
general problem of reducing the 
inequities of inflation to a mini- 
mum. I do not have time to do 
more than call attention to this 
important and difficult problem. 
The community, however, will not 
be able to ignore it. Certainly 
steps will need to be taken by 
private employers and by local, 
state, and national governments 
to assure that the wages of non- 
union employees are automati- 
cally adjusted upward for in- 
creases in the cost of living almost 
every three months. Although the 
quantity of goods that can be im- 
mediately bought will not be in- 
creased by this process, the dis- 
tribution of purchases will be less 
inequitable and persons who 
would not otherwise be able to 
save will be able to add to their 
savings and thus to increase their 
consumption at a later day. Fur- 
thermore, the community should 
not again permit pensions under 
the old-age and survivors’ insur- 
ance plan to lag behind the rise 
in cost of living as they did be- 


tween 1940 and 1950. Rent con- 


théir productive capacity. An ex-+- trel-laws should protect landlords 


cess profits tax would absorb in- 
creases in corporate incomes, but 
not in the incomes of consumers. 
Thus it would limit the very kind 
of spending that needs to be kept 
high — namely expenditures on 
plant and equipment. 


Some of the increase in per- 
sonal income that is not absorbed 
by higher taxes can be absorbed 
by a higher rate of saving. This 
would be highly desirable because 
higher personal savings during the 


against having rents held down 
while all other prices are rising. 
Even a small rise in prices, such 
as a 10% increase, if it is a last- 
ing rise, is equivalent to the ex- 
propriation of a large amount of 
savings deposits, corporate and 
government bonds held by indi- 
viduals, life insurance policies and 
other fixed income assets. Indi- 
viduals own over $60 billion of 


savings deposits and over $60 bil- 
lion of government bonds. Conse- 
quently, a 5% or 10% rise in the 
price level means that these as- 
sets would drop by $6 billion or 
$12 billion in purchasing power. 
Nothing can be done to protect 
against a rise in the price level 
the large sums that individuals 
have already put in fixed dollar 
assets though individuals, on the 
maturity of bond issues, can re- 
fuse to take new bonds in payment 
of old ones. Current savings can 
be protected to some extent, as I 
have suggested, by the issuance of 
stock by corporations and by the 
issuance of government savings 
bonds payable in a fixed amount 
of purchasing power. 


Vill 


These remarks on some eco- 
nomic problems of a defense econ- 


omy may be summarized as fol- 
lows: 


(1) Although the size of ‘the 
defense program and foreign mili- 
tary aid is uncertain, the increase 
in the outlay on the two by the 
end of 1951 is likely to be from 
6% to 10% of the present gross 
national product. 


(2) For a year or two beginning 
late in 1951, expenditures on de- 
fense and foreign aid are likely 
to be greater than in subsequent 
years. 


(3) The first effect of the 
Korean War has been to increase 
physical production in the United 
States by about 1.8% and to en- 
courage business concerns to ac- 
celerate the expansion of produc- 
tive capacity. 

(4) The country should plan to 
expand and improve productive 
capacity during the next year at 
least as rapidly as during the sec- 
ond quarter of 1950. In that period 
outlays on private plant and 
equipment were running at the 
annual rate of $30 billion. 


(5) The amount that the output 
of the country can be increased 
during the next year is uncertain; 
but it is probably between $9 
billion and $23 billion in dollars 
of present purchasing power. 

(6) The reduction in consump- 
tion that will be required by the 
defense program and foreign mil- 
itary aid is uncertain, but will 
probably be roughly $6 billion a 
year in present prices. But uncer- 
tainties on the size of the defense 
program and in the ability of the 
country to increase production 
make it impossible to estimate ac- 
curately the effect of the defense 
program on consumption. 

(7) An early effect of the 
Korean War was to reduce sub- 
stantially the volume of personal 
savings and the amount of cor- 
porate profits available for invest- 
ment in plant and equipment. 

(8) If the prewar expenditures 
on industrial plant and equipment 
are to be financed by non-infla- 
tionary methods, a considerable 
increase in personal and _ cor- 
porate savings above the levels of 
the third quarter of 1950 will be 
necessary. 


(9) Prospective rises in labor 
costs during the next year make 
a rise in prices inevitable. 


(10) The tendency for prices 
to rise will be reenforced by the 
tendency of personal incomes to 
expand in the face of a probable 
small drop in the output of con- 
sumer goods. Increases in the size 
of the labor force, wage advances, 
and increases in the incomes of 
the self-employed will cause a 
$20 billion rise in personal in- 
comes during the next year. Tax 
increases will not directly absorb 
as much as half of the rise in per- 
sonal incomes. Some of the most 
important tax increases will have 
no direct effects on personal in- 
comes. 


(11) The prospective rise in 
prices indicates that the country 
is confronted with the problem of 


keeping the inequities of inflation 
to a minimum. 
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Goodhody & Company 
Quarter Gentury Dinner 


Thomas A. Larkin 


Goodbody & Company’s Quar- 
ter Century Club, in which there 
are 27 members, is having a din- 
ner at the New York Athletic 
Club in the Manhattan Room on 
Nov. 16. Tom Larkin, partner and 
Manager of the trading depart- 
ment, is President this year. A 
new slate will be elected for the 
next 12 months at the dinner. 


English Gold and 
Silver Markets 


We reprint below the quarterly 
bullion letter of Samuel Montagu 
& Co., London, written under date 


of Oct. 2. 
GOLD 


The amount of gold held in the 
Issue Department of the Bank of 
England was unaltered at £356,- 
823. 

The Bank of England’s buying 
price for gold remained unchanged 
at 248s/0d per fine ounce, at which 
figure the above amount was cal- 
culated, 

The gold output of the Trans- 
vaal for the months of June, July 
and August, 1950 is shown below, 
together with figures for the cor- 
responding months of 1949 for the 
purpose of comparison: 

—Fine Ounces 
1950 1949 
988,814 990,308 
993,672 1,018,781 
992,235 1,020,453 

At the meeting of the Board of 
Governors of tne International 
Monetary Fund held in .Paris in 
September, it was decided that 
there was no reason to modify the 
Fund’s gold policy. It was recom- 
mended, therefore, that the offi- 
cial price be maintained at $35 
per ounce. No action was taken 
on the request of South Africa that 
gold producing countries should 
be allowed to dispose of up to 
50% of their newly-mined gold at 
premium prices in the free mar- 
kets. Mr. N. C. Havenga, the 
South African Finance Minister, 
said at the meeting that he would 
continue his efforts and that he 
did not give up hope that at some 
time in the future the Fund would 
modify its gold policy under the 
pressure of events. 


SILVER 


Throughout the third quarter of 
the year the official price was 
6314d per ounce .999 fine for both 
cash and two months’ delivery, 
this quotation having ruled un- 
changed since May 5, last. The 
demand for silver for use in es- 
sential industries was On a larger 
scale than during the previous 
quarter and practically all the 
supplies were provided from of- 
ficial stocks. 

Dealings in “free exportable” 
silver continued under license and 
more recently a fairly general de- 
mand from the Continent has been 
in evidence, Business, however, 
has been somewhat restricted ow- 
ing to poor offerings of silver of 
this particular category. 


June 
July 
August 
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What Makes a Good 


ere and their standing in their 


respective professions. 
Physical Condition of Utility 


In addition to the revenues of 
the property, past and prospective, 
the investor is interested in its 
physical condition. The report ot 
the engineer should be studied in 
this connection. Will the property 
require substantial rehabilitation 
in the near future? Is it so run 
down that the expense of main- 
taining it will increase from year 
to year? The report of a first class 
engineer will cover all of these 
factors. The engineer’s report is 
one of the most important factors 
in determining what is a good 
revenue bond. 

The replacement cost of the 
property is not as important to an 
investor in revenue bonds as are 
its net revenues. A property which 
could not be replaced for twice 
its purchase price would be a poor 
basis for revenue bond financing 
if its revenues were inadequate to 
service the bonds. On the other 
hand, a property having a re- 
placement cost substantially less 
than the amount of the bond issue 
might be an excellent basis for a 
revenue bond issue if its net rev- 
enues were ample to pay the prin- 
cipal and interest of the bonds. 
Appraised valuations and replace- 
ment cost should not be ignored 
by an investor in revenue bonds, 
but they do not have for him the 
same significance which they have 
for the investor in private utility 
securities. In the corporate public 
utility field these factors enter 
into the rate structure—the rates 
which the utility can lawfully 
eharge for the service rendered. 
That is not true of the publicly 
owned utility under the laws of 
most states. The rates which a 
public corporation may charge are 
mot usually subject to state regu- 
lation but may be fixed by the 
municipality at the level neces- 
gary to pay the bonds. But, how- 
ever illogical it may be, the public 
has become so accustomed to think 
of public utility rates in relation 
to the appraised value of the prop- 
erty or its replacement cost that 
the political reaction should be 
considered if the appraised value 
of the property is substantially 
below the purchase price. Such a 
»roject may be economically sound 
9ut politically dangerous. 


Gratificatior of a Construction 
Prospect 


A construction project is based 
entirely upon estimates of cost 
and revenues. (An investor in 
revenue bonds issued to finance 
such a project, in reality lends 
his money relying upon the abil- 
ity and integrity of the account- 
ants, engineers and lawyers who 
Ihave issued reports or legal opin- 
ions regarding the project and the 
bonds, and upon the reputation of 
the investment banker who is of- 
fering the bonds to the public. The 
professional reputation of these 
technicians is a most important 
factor in determining whether such 
bonds are sound investments.) 

In such cases estimates of cost 
and revenue are usually based 
upon experience in other situa- 
tions, but often data are available, 
or can be assembled by work in 
the field, unon which the esti- 
mates can be based. For instance, 
the revenues of an existing ferry 
can indicate, quite accurately, 
what will be the revenues of 2 
bridge to be constructed at ap- 
proximately the same place, and 
traffic surveys made on the ground 
by competent traffic engineers 


have proven to be very accurate 


Revenue Bond? 


means of estimating traffic on toll 
bridges or toll roaas. 

The stability of the revenues of 
the project is a major considera- 
tion for the investor. He must be 
satisfied that the revenues will 
remain at a level sufficient to pay 
the bonds over the life of the is- 
sue. When the project supplies an 
essential of modern life such as 
water, gas and electricity, there 
can be little doubt on this score. 
Sewers, especially when combined 
with the water plant, can usually 
be placed in this category. Bridges, 
tunnels and toll roads have had a 
good history of earnings and when 
they are strategically located, and 
particularly where they carry a 
large volume of commercial traf- 
fic, must be regarded as but little 
below water, gas and _ electric 
plants so far as concerns stability 
of revenues, Projects such as sta- 
dia, convention halls, parking ga- 
rages, markeis, etc., should be 
examined more critically. We have 
not had sufficient experience with 
these projects as revenue bond 
ventures to be very dogmatic with 
reference to this class of public 
improvements. Some may be very 
sound while others in this class 
may be very speculative. All that 
can be said is that the investor 
should always consider most care- 
fully whether the service rendered 
by this type of project is a luxury 
which the public will demand in 
good times, but which it can 
and will dispense with in times 
of depression, 

Recently revenue bonds have 
been issued to finance projects in- 
tended to be leased to public or 
private corporations. The New 
Orleans Union Passenger Ter- 
minal is an instance. The railroads 
which will use this terminal have 
jointly and severally contracted 
to pay a rental for its use which 
will always be sufficient to assure 
the payment of the bonds. In other 
instances the project is intended 
to be leased to the State or to 
some solvent municipality. If 
these leases are enforceable ade- 
quate revenues are assured, but 
in some cases the courts have 
held that the bondholder cannot 
enforce the lease and that his only 
remedy is to take over the opera- 
tion of the property. The bond at- 
torney should be held responsible 
for advising the investing public 
of such legal weaknesses in the 
security. The solvency of the 
lessees of such projects is the 
responsibility of the accountants 
and the investment bankers iden- 
tified with the bond issue. If these 
technicians have done their 
respective jobs competently, bonds 
of this type can be excellent in- 
vestments. 


Applying Revenues 


So far we have been consider- 
ing only the adequacy of the 
revenues of the project. There re- 
mains to be considered the ques- 
tion of how the investor can be 
assured that the net revenues of 
the project will be applied to the 
payment of the principal and in- 
terest of the bonds. Attorneys ex- 
perienced in the revenue bond 
field atempt to solve this problem 
through astute draftmanship of 
the resolution or indenture pur- 
suant to which the bonds are is- 
sued and by attempting to secure 
independent management of the 
project. There is nothing more im- 
portant in making a revenue bond 
a good investment than the man- 
agement of the project. Let us 
consider, then, what kind of man- 
agement is desirable and how it 
can best be obtained. I think it is 
almost axiomatic that the man- 


agement of a revenue bond pro- 
ject will tend to conform to the 
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ethics prevailing in the com- 
munity in which the project is 
located. In a politically corrupt 
community, however careful the 
attorneys and bankers identified 
with the project may be in setting 
up the management in the first 
instance, it will tend to deteriorate 
as the years go by. (The politics 
and the management of public af- 
fairs in any community will never 
long remain much better than the 
prevailing ethics of the com- 
munity. No lawyer, however 
skilled he may be, can draft a 
bond resolution or an indenture 
which will insure honest and com- 
petent management of the project 
over the life of a bond issue in 
a politically corrupt community. 
Fortunately political morality in 
the municipalities of the country 
is generally good.) It is the ex- 
ceptional situation which gets 
publicity and tends to give the 
uncritical reader of the public 
press a false impression of mu- 
nicipal affairs. But just as busi- 
nessmen usually make poor politi- 
cians, politicians usually make 
poor businessmen. This is not due 
to any difference in their respec- 
tive abilities so much as it is due 
to differences in their training and 
experience. It should always be 
kept in mind that the project is 
simply a business enterprise, op- 
erated by a public rather than a 
private corporation, The managers 
of a revenue bond project, there- 
fore, should be as completely 
divorced from local politics 
possible. The decisions which they 
make regarding the operation of 
the project should be dictated by 
economic reasoning, not political 
reasoning. For instance, the man- 
agers of a water plant should 
order the construction of new 
service mains because of the de- 
mand for water in the area in- 
tended to be served, rather than 
because of the effect such an im- 
provement may have on a forth- 
coming election. 

Many devices have been re- 
sorted to in an effort to insure 
competent, independent manage- 
ment of revenue bond projects. 
Some municipalities have gone so 
far as to set up self-prepetuating 
boards composed of leading busi- 
nessmen in the communities. The 
most common device is to appoint 
the members of the board for 
staggered terms of comparatively 
long duration so that no political 
administration during its term of 
office will be able to appoint a 
majority of the board. In some in- 
stances no salaries are paid the 
members of the board and an ef- 
fort is made to attract to it citi- 
zens who will be motivated by a 
spirit of public service and by the 
prestige incident to service on the 
board, rather than because of any 
political or pecuniary profit 
which they might derive from 
such service. Because there is 
nothing so important to the pro- 
tection of the interests of the 
investor in revenue bonds as the 
management of the enterprise, he 
should consider most carefully the 
initial set-up of the project and 
ascertain not only that the man- 
agement first established will be 
free from political domination, 
but also whether it is likely to 
remain free from such domina- 
tion. If there are other ostensibly 
independently managed revenue 
bond projects in the community, 
he should inquire to what extent 
the political authorities have 
sought to, or actually do, influ- 
ence or control the management 
boards of those projects. If they 
have been subjected to political 
pressure there is little reason for 
him to believe that such political 
pressure will not be brought to 
bear upon the board under con- 
sideration. 


The operating personnel which 
will operate the project under the 
supervision of the management 


board is also a matter of con- 
siderable importance to the in- 
vestor. The operating personnel 
should be selected for its experi- 


as 


ence and ability in that particular 
field. Advancement among the 
personnel should be on the basis 
of ability and performance and 
not because of political considera- 
tions. The most efficiently oper- 
ated municipal revenue bond pro- 
jects are run on this basis. The 
personnel are selected not because 
of political influence or even be- 
cause they live in the community. 
The best available man for the 
job is obtained wherever he may 
be found, the only criterion for 
the appointment being whether 
he will be an honest, competent 
employee who will perform his 
particular function in connection 
with the project in the best in- 
terests of the public. It is en- 
couraging to note that more and 
more municipally operated enter- 
prises are being managed along 
these lines. 


Bond Resolution and Indenture 


The application of the revenues 
of the project to the payment of 
the bonds is regulated by the 
bond resolution or indenture, pur- 
suant to which the bonds are is- 
sued. The investor should study 
this document very carefully be- 
cause it prescribes the mechanics 
of operation of the property and 
provides for the custody, segre- 
gation and application of its reve- 
nues. In order to secure the best 
possible management of the pro- 
ject and to provide for the proper 
application of its revenues, the 
resolution or indenture’ should 
contain certain essential provi- 
sions. It should provide for the 
segregation of the revenues of the 
project from all other funds of the 
municipality, and it should re- 
quire the application of these 
revenues, first, to the payment of 
maintenance and operation ex- 
penses, including the setting up of 
an operation reserve; second, to 
the payment of the principal and 
interest of the bond issue, includ- 
ing the creation of a debt service 
reserve; and third, for the pay- 
ment of all surplus revenues into 
a surplus fund to be applied to 
accelerate the retirement of the 
debt or for other lawful purposes 
of the municipality. 


In order to control the expendi- 
tures for maintenance and opera- 
tion of the project, provision 
should be made in the resolution 
or indenture for the preparation 
of an annual operational budget, 
and for prohibitions against any 
expenditures not provided for by 
such budget. Usually, this budget 
is required to be prepared, in the 
first instance, by a consulting en- 
gineer, whom the municipality 
covenants with the bondholders to 
retain for the purpose, and who 
is also charged with the duty of 
making annual inspections of the 
property and the filing of an- 
nual reports. Similarly, provision 
should be made for the employ- 
ment by the municipality of an 
independent certified public ac- 
countant who will prepare and 
file annual or semi-annual reports 
of the operation of the project. 
Both the engineer’s report and the 
accountant’s report should be made 
available to the bondholders, and 
it is good practice to provide that 
copies shall be sent to the State 
and National bank examiners, to 
the Federal Reserve Bank of the 
district in which the project is 
located, and to the Federal De- 
posit Insurance Corporation. This 
recommendation is made because 
bank examiners often criticize 
revenue bonds which they find in 
bank portfolios because they bave 
no data upon which to base an 
appraisal of the merits of the se- 
curity as a bank investment. 

A properly drawn resolution or 
indenture will include covenants 
on the part of the municipality to 
charge rates, not merely sufficient 
to provide for the payment of the 


principal and interest of the bonds, 
but also to provide some surplus 
over the minimum debt service 
requirements, No private corpo- 
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ration could successfully finance 
an enterprise which produced no 
more revenues than were neces- 
sary to meet its minimum debt 
service requirements, and neither 
can a public corporation. There 
must be some coverage, as it is 
termed in the investment world, 
to guard against fluctuations in 
earnings. If the resolution or in- 
denture provides for the issuance 
of additional bonds, ranking on 
a parity with the initial issue— 
and in my judgment it should— 
then there should be some cove- 
nant which will protect the hold- 
ers of the bonds of the initial is- 
Sue against the dilution of their 
security. This is usually accom- 
plished by prohibiting the issu- 
ance of additional bonds, ranking 
on a parity with those outstand- 
ing, unless the net revenues of 
the project for a period of one or 
more years immediately preceding 
the issuance of the new bonds, 
were not less than a definite per- 
centage of the debt service re- 
quirements of all of the bonds, 
including the new issue. It is ad- 
visable to permit the issuance of 
such bonds, under proper restric- 
tions, because it may be necessary, 
even in the interests of the in- 
vestors, to improve or enlarge the 
utility, and it will probably be 
impracticable to make these im- 
provements unless the new bonds 
will rank on a parity with those 
outstanding. 

. wrers recommend that the 
resdDlution or indenture authorize 
the issuance of refunding bonds 
without restriction, provided the 
annual debt service charge of the 
refunding bonds will not exceed 
the annual charge of the bonds 
which are refunded. Such refund- 
ing bonds cannot injure the hold- 
ers of bonds which are not re- 
funded and the refunding opera- 
tion may be very beneficial not 
only to the project but also to 
the holders of outstanding bonds. 
The investor should give careful 
consideration to the provisions of 
the resolution or indenture re- 
garding the custody of the reve- 
nues of the project. Usually it is 
provided that the gross revenues 
shall be paid, as received, to the 
trustee or fiscal agent named in 
the resolution or indenture and 
provision is made for the deposit 
of these revenues, in the proper 
amounts, in the operating fund, 
the debt service fund and the other 
funds created by the resolution or 
indenture. These funds should be 
in the custody cf the trustee or 
fiscal agent, who should give ade- 
quate security therefor, or their 
protection should be provided for 
in some other equally satisfactory 
manner. The provisions regulat- 
ing payments out of these funds 
should likewise receive attention, 
particularly the provisions author- 
izing transfers of money from one 
fund to another. 

The resolution or indenture 
should be examined for covenants 
against free use of the project and 
for provisions requiring the mu- 
nicipality and other public agen- 
cies to pay for service rendered 
to them by the project at the same 
rates charged private persons. It 
should also be examined for cove- 
nants to keep the _ properties 
adequately insured, including in 
proper cases, covenants for use 
and occuparcy insurance. These 
covenants should require insur- 
ance of the same character and 
amount that would be obtained 
by a private corporation operating 
a similar property. 

The characteristics of the bonds 
are determined largely by the 
resolution or indenture and a brief 
comment upon these matters is, 
perhaps, in order. The maturities 
of the bonds should be considered 
with care. First, the life of the 
issue should be well within the 
probable life of the. utility. The 
bonds should mature in such a 
manner that one can expect them 
to be paid, without difficulty, out 


of the available revenues, even 
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allowing for possible fluctuation (‘ontinued from page 5 


in the annual receipts. If the 
revenues are quite stable, as is 
usually the case in water, electric 
and gas projects, serial bonds usu- 
ally can be safely issued, but in 
the case of projects which are 
subject to decided fluctuations in 
earnings it is better practice to 
issue long-term. sinking fund 
bonds. Among other characteris- 
tics of the bonds which should 
receive attention is their negotia- 
bility. By that I do not mean 
whether they are transferable but 
whether they possess the attri- 
butes of negotiable instruments, 
like checks or bills of exchange 
under the negotiable instruments 
law. Also, consider whether they 
are registerable as to principal or 
interest or both and whether they 
are exempt from State and Fed- 
eral taxation. Some revenue bonds 
are issued by Federal agencies, in 
which case they are not exempt 
from Federal taxation and many 
such bonds are subject to State 
taxation. 

Tne resolution or indenture is 
sometimes of great importance 
with respect to the remedies avail- 
able to the bondholder to enforce 
payment of the bonds. Usually the 
remedies are fixed by law but 
sometimes one or more remedies 
can be resorted to only if provided 
for in the resolution or indenture. 


Estimation of Qualifications by 
Investor 

It may seem that all this in- 
vestigation of the merits of a 
revenue bond is beyond the ca- 
pacity of the ordinary investor. 
To a certain extent that is no 
doubt true, but the same could be 
said of. any other type of invest- 
ment security. Excepting the 
highly trained professional in- 
vestor, most investors rely pretty 
largely upon the opinions of ex- 
perts in purchasing securities. The 
opinions of reputable accountants 
and engineers are accepted as 
sound. The bond attorney who ap- 
proved the validity of the. issue 
is relied upon to see to it that all 
legal requirements are met and 
that the bonds are valid. As a 
matter of fact even these experts 
are obliged to rely upon each 
other. The engineer depends upon 
the lawyer to guide him through 
the legal labyrinth and he in turn 
relies upon the engineer and ac- 
countant with reference to mat- 
ters in their respective fields. The 
investment banker who offers the 
bonds to the public relies upon 
all of them. In addition he brings 
to the issue his financial experi- 
ence and judgment. All these men 
stake their reputations when they 
issue their reports, legal opinions 
and offering circulars. Their live- 
lihcod depends upon those reputa- 
tions and they are not likely, 
knowingly, to put them in 
jeopardy. If the investor will sat- 
isfy himself regarding the stand- 
ing of these men in their respec- 
tive professions he can accept 
their conclusions upon most of 
the factors necessary to make a 
good revenue bond. 


Goshia Taken Over 
By Collin, Norton 


TOLEDO, Ohio—Goshia & Co., 
members of the Midwest Stock 
Exchange, has announced that 
arrangements have been made for 
Collin, Norton & Co., 506 Madisan 
Avenue, members of the New 
York and Midwest Stock Ex- 
changes, to accept custody of 
Goshia‘s customers’ ledger. Rus- 
sel E. Keier, partner in Goshia & 
Co., will become associated with 
Collin, Norton & Co. 

Oliver Goshia is retiring from 
the investment business and will 
move to El Paso, Texas, where he 
has purchased controlling interest 
in the Canada Dry Bottling Co. 
of El} Paso. Paul A. Meinert, it is 
understood, is going to Florida. 


The State of Trade and Industry 


will be more than $8 a ton due to past increases in steelmaking 
costs, wage concessions to be granted and also to the need for 
large sums of money for steel capacity expansion and replace- 
ment, plus dividends to encourage investment. 


The American tron and Steel Institute announced this week 
that the operating rate of steel companies having 94% of the steel- 
making capacity for the entire industry will be 102.4% of capacity 
for the week beginning Oct. 30, 1950, compared to 102.6% a week 
ago, or a decrease of 0.2%. 

This will be the seventh consecutive week in which steel- 
making furnaces will be operated at an average of more than 
100% of capacity. 

This week’s operating rate is equivalent to 1,975,000 tons of 
steel ingots and castings for the entire industry, compared to 
1,978,900 tons a week ago. A month ago, based on new capacity 
the rate was 101.2% and production amounted to 1,951,900 tons; 
a year ago, based on the smalier capacity then prevailing, it stood 
at 8.8% and 162,000 tons. The low output a year ago was due to a 
strike then in progress. 


Electric Output Reverses Course to Attain New 
All-Time High 

The amount of electrical energy distributed by the electric 
light and power industry for the week ended Oct. 28, was esti- 
mated at 6,562,518.000 kwh., according to the Edison Electric In- 
stitute. 

It was 59,978,000 kwh, higher than the figure reported for the 
previous week, 129,765,000 kwh., or 20.8% above the total output 
for the week ended Oct. 29, 1949, and 1,007,264,000 kwh. in excess 
of the output reported for the corresponding period two years ago. 


Carloadings Highest for Any Week Since October, 1948 
Loadings of revenue freight for the week ended Oct. 21, 1950, 
totaled 890.990 cars, according to the Association of American 
Railroads, the highest for any week since October, 1948, and an 

increase Of 2,431 cars, or 0.3% above the preceding week. 
The week's total represented an increase of 301,902 cars, or 
above the corresponding week in 1949, but a decrease of 

‘s, or 3.9% below the comparable period of 1948. 


Auto Output Eases With Return by Ford to 5-Day Week 

Combined motor vehicle production in the United States and 
Canada the past week. according to “Ward’s Automotive Reports,” 
totaled 187,525 units, compared with the previous week’s total of 
188,323 (revised) units and 137,631 units a year ago. 


Passenger car production in the U. S. dropped about 1,500 units 
during the week, but gains by some producers nearly offset losses 
by others, Ward’s stated. Ford’s return to a five-day week at its 
assembly plants, after institution of six-day output a week earlier, 
accounted for most of the decline, the agency explained. 

Total output for the current week was made un of 152,846 
cars and 25,951 trucks built in the United States and a total of 
6,532 cars and 2,196 trucks built in Canada. 

For the United States, output was 178,797 units, and in the like 
week of last year 131,529. Canadian output a year ago amounted 
to 6,002 units. 

Business Failures Recede Further 

Commercial and industrial failures declined to 160 in the week 
ended Oct. 26 from 165 in the preceding week, Dun & Bradstreet, 
Inc., reports. Although remaining above the 1948 level of 104, 
casualties were down 28% from the 221 in the comparable week 
of 1949 and were off 47% from the prewar total of 300 in the 
similar week of 1939. 

Failures involving liabilities of $5,000 or more decreased to 
116 from 127 last week and were considerably less numerous 
than a year ago when 178 concerns failed in this size group. An 
increase took place among small casualties, those having liabilities 
under $5,000 which rose to 44 from 38 and exceeded the number 
occurring last year. 


Retail manufacturing and commercial service trade groups 
had a mild weekly decline in mortality, In contrast, the number 
of failures among wholesalers and construction contractors rose 
slightly. Manufacturing was the only line having more casualties 
than a year ago; a marked decline occurred in other groups, with 
wholesale failures falling to less than one-half their 1949 total. 


Failures in the Middle Atlantic, Pacific and South Atlantic 
states rose in the week. These increases were offset by declines 
in the New England, East North Central and South Central states. 
Only one region, the Middle Atlantic states, had more failures 
than a year ago. 


Food Price Index Scores First Rise in Six Weeks 

The wholesale food price index, compiled by Dun & Brad- 
street, Inc., turned mildly upward last week. This marked the 
first rise in six weeks and brought the Oct. 24 figure to $6.50, 
from $6.48 a week earlier. Compared with $5.72 recorded on the 
like date a year ago, the current index shows an increase of 13.6%. 

The index represents the sum total of price per pound of 31 
foods in general use. Its chief function is to show the general 
trend of food prices at the wholesale level. 


Wholesale Commodity Price Index Turns Upward 
Following Sharp Decline 
Following a sharp drop early in the week, the daily whole- 
sale commodity price index, compiled by Dun & Bradstreet, Inc., 


turned mildly upward to finish at 289.86 on Oct. 24. This com- 
parec’ with 290.44 a week earlier and with 244.25 on the corre- 
sponding date a year ago. 

Grain markets were generally stronger last week with sales 
activity on the Chicago Board of Trade expanding sharply over 
the preceding week and the corresponding week of last year, 
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The uptrend in wheat was attributed to a brighter export out- 
look and an improvement in domestic flour business. 

There was a lively interest in corn and prices moved higher, 
reflecting strength in soybeans and talk of using considerable 
corn in the manufacture of commercial alcohol. Oats prices rose 
largely in Sympathy with other grains. 

Export flour business continued very small last week, but 
domestic bookings of hard wheat bakery flours reached a sub- 
siantial volume as some large bakers took advantage of more 
attractive prices to replenish their supply backlogs. Cocoa prices 
finished on a stronger tone, aided by dealer and commission house 
buying and prospects of a tightening supply situation in Brazil. 
Offerings from Africa were somewhat freer. Demand for coffee 
was slower and prices continued to work lower, influenced by 
larger offerings and an improvement in the United States supply 
situation. Lard prices advanced about 1 cent a pound on ag- 
gressive buying induced by stronger vegetable oil markets. 
Slaughter lambs continued active in the Chicago market with 
prices up from $1 to $1.50 per hundredweight for the week. Sup- 
plies of steers and hogs were ample; prices were irregular and 
closed slightly lower for the week. 

Cotton prices moved over a fairly wide range last week. Both 
futures and spot markets made substantial recoveries following 
the sharp declines recorded a week ago. 


After initial weakness, prices rose sharply on the belief that 
the recently established export quotas would be revised upward, 
while in late dealings the market was sustained by more active 
mill and trade price-fixing. 

Reported sales in the ten spot markets increased moderately 
last week to 315,400 bales, from 258,200 the week before, and com- 
pared with 440,700 in the comparable week a year ago. 

Consumption of cotton during the first two months of the 
current season was 29% larger than last year, according to the 
Bureau of the Census. Daily average mill consumption during 
September was reported at 39,500 bales. This represented a 
contra-seasonal decline of 2% from 40,400 bates in August, but it 
was about 20% above the September, 1949, rate. 

Activity in cotton gray goods slackened last week with buyers 
showing more caution in making commitments. Some softening 
in prices was noted as the result of increased offerings of cloth 
in secondary markeis at reduced prices. 


Trade Volume Holds to Level ot Previous Week—Seasonal 
Promotions Draw Wide Response 


Following the stiffening of consumer credit controls, total 
retail trade remained at about the level of the preceding week 
and continued to be slightly above the level in the corresponding 
week a year ago, Dun & Bradstreet, Inc., reports in its latest 
summary of trade. Many merchants noted a wide response to 
attractive promotions of seasonal goods, 

Shoppers throughout the nation bought about as much apparel 
as during the preceding week; aggregate dollar volume remained 
considerably above the comparable 1949 level. 


.Cooler weather in many parts added to the interest in coats 
and suits in beth men’s and women’s departments. 

There was a mild decline in the demand for children’s colth- 
ing. Medium-priced sportswear and haberdashery continued to 
be frequently requested. 

Retail food stores sold about as much as during the prior week 
and their total sales continued to be noticeably higher than in the 
similar week of a year ago. At meat counters lamb and poultry 
were among the most popular items; a modest slackening in the 
call for canned goods was noted in many areas. The demand for 
pantry staples such as coffee, tea and sugar continued to decline. 
Many housewives apparently drew on their recently accumulated 
stocks, 

The decline in the consumer demand for hard goods continued 
last week: however, the total dollar volume of such sales con- 
tined to exceed the Ievel of a year earlier. Many merchants 
attributed the dip to credit controls and the color controversy in 
television, 

Total retail volume for the country in the period ended on 
Wednesday of last week was estimated to be from 3 to 7% above 
a year ago. Regional estimates varied from the levels of a year 
ago by the following percentages: 

New England and South +2 to +6, East and Pacific Coast +1 
to +5, Southwest +3 to +7, Midwest +8 to +12, Northwest 
+6 ito +10. 

As many retailers strove to reduce swollen inventories, there 
moderate drop in the total dollar volume of wholesale 
orders in the week, but it continued to be somewhat above the 
level in the similar 1949 week. The number of buyers attending 
many wholesale markets, while practically unchanged during the 
week, was slightly below the level of a year earlier. 

Department store sales on a countrywide basis, as taken from 
the Federal Reserve Board’s index for the week ended Oct. 2], 
1950, rose 3% above the like period of last year. An increase of 
11% was recorded for the previous week from that of a year ago 
For the four weeks ended Oct. 21, 1950, sales showed a rise of 7% 
from the corresponding period a year ago and for the year to date 
registered an advance of 5%. 


Was a 


Cooler weather last week had the effect of lifting department 
store sales in New York by about 5% above the level of the corre- 
sponding period a year ago. Considering the new credit restric- 
tions now in force the increase was noteworthy. 

According to the Federal Reserve Board’s index, department 
store sales in New York City for the’ weekly period to Oct. 21, 
1950. advanced 2% above the like period of last year. In the pre- 

14% (revised) was registered from the 
similar week of 1949. For the four weeks ended Oct. 21, 1950, an 
increase of 7% was noted and for the year to date, volume ad- 
vanced 1% from the like period of last year. 


ceding week a rise of 
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Corporate Bonds vs. Municipals 


low, credits are usually held in 
high regard. Where borrowing is 
easily undertaken, credit is apt to 
be poor. 

Tue amount of additional debt 
which a city may incur within 
known aebt limits is readily cal- 
culable. tut there is another haz- 
ard—the issuance of debts tech- 
nically “outside” the debt limit. 
If these are issued in excess, they 
will saddie our cities with debts 
which cannot be paid during years 
of reduced business activity. In 
the years leading up to 1930, a 
chief offender was the use of spe- 
cial assessment bonds. Here in 
1950 we can see the beginnings of 
the cieaiion of excessive debt 
througn the use of certain types 
of revenue bonds, special authori- 
ties ang other quasi-public agen- 
cies, 

Bonds Secured by Fees, 
Comusunity-wide Services 
and Kentals 
I mean to imply no criticism of 
useful issues of water and elec- 
tric revenue bonds. Nor can I 
see that general credit need be 
endangered through the issuance 
of bonds sccured solely by fees for 
a service which the public can 
use or leave alone, as it wishes; I 
refer to swimming pools, golf 
courses, and the like. But I see 
some aanger brewing in the issu- 
ance of bonds secured by charges 
for community-wide services such 
as sewer collection and disposal, 
garbage and refuse collection and 
disposal, tosvital care and some 
others. The biggest threat to mu- 
nicipal general credit, as I see 
it, is rising trom the still small 
but rapiaiy expanding use of 
rental revenue bonds to evade 

debt limits. 

Rental revenue bonds have only 
begun to appear in volume re- 
cently. They are sold te raise 
funds for tne construction of pub- 
lic buildings; the governmental 
body whicu uses a building fi- 
nanced under tnis plan pays rent 
for its use. Rentals are used for 
the payment of revenue bond in- 
terest and principal. Rental pay- 
ments, of course, are derived from 
the taxing powers of the renting 
government, 

In a number of states, the courts 
have found rental revenue bonds 
are not ‘‘debts” in a legal sense 
despite the added burden placed 
upon the taxing power of the 
lessee. 

To reveat, 
indentures securing corporate 
bonds and municipal revenue 
bonds place restrictions On the is- 
suance of additional debt to the 
impairment of the bondholders’ 
vested interest. Municipal gen- 
eral credit bonds rarely are simi- 
larly protected. Not only is the 
general obligation an “open-end” 
lien upon the taxing power, to the 
extent of permitted borrowings 
under legal debt limits, but also 
there seemingly is no end to the 
additional devits which can be 
piled up On the same community. 
In some states this piling up is 
accomplished by the creation of 
special purpose taxing districts; 
in other states it is accomplished 
by rental revenue and other types 
of limited liability bonds. From 
this.one point of view, then, gen- 
eral obligation bonds are not al- 
ways strongly provected. Fortu- 
nately, their other investment fac- 
tors will be found to be very 
strong. 


Earnings 


properly conceived 


Protection 

Let us now turn to earnings 
protection. Here, right at the 
start, it is important to realize the 
essential differences between the 
aims of private business enter- 
prise and public finance. The 
basic aim of private business is to 
so conduct its affairs as to pro- 
duce the largest possible amount 


of money to be distributed among 
its stockholders in the form of 
dividends. Concurrently, earn- 
ings of the successful business will 
cover interest requirements on its 
bonded debt many times over. 

In contrast, the profit motive is 
not a driving foree in public fi- 
nance. Customarily, a municipal 
utility is not expected to produce 
large surpluses which would re- 
sult in a high times-charges- 
earned ratio. Rates are fixed at as 
low a point as is considered con- 
sistent with financial stability. 
I'he goal of efficient management 
is to deliver service to the com- 
munity at the lowest possible rate 
which will cover fixed charges 
with the smallest surplus consis- 
tent with operating stability and 
necessary financial liquidity. One 
cannot expect to find in municipal 
utility revenue bonds the exten- 
sive earnings coverages that one 
desires in corporate utility bonds. 
With municipal revenue bonds, 
rather, earnings protection derives 
basically from the rate-making 
power. Except in three _ states, 
rate adjustments are flexible, not 
requiring lengthy and expensive 
proceedings before the Public 
Utility Commission or other rate- 
fixing body. 

There are, of course, some mu- 
nicipalities scattered over the 
country and particularly numer- 
our in Florida, which fix rates for 
their utility services so as to pro- 
duce a sizable operating income 
which can be diverted to the city’s 
general fund. This is a form of 
indirect taxation, and presents a 
special problem which I will not 
dwell upon here. 

In dealing with general credit 
municipals, if one were to com- 
pute a times-charges-earned ratio 
from the income account or from 
the receipts and disbursements 
statement, one would find very 
marginal earnings protection in- 
deed. The reason for this, of 
course, is that at budget-drafting 
time, the governing body levies a 
tax merely sufficient to meet all 
the expected financial demands 
upon it. The earnings protection 
available to general obligation 
bonds derives, rather, from the 
taxing powers of local govern- 
ment. 


Limitations on Taxing Powers 

Taxing powers are always lim- 
ited in one way, and may be lim- 
ited in two ways. Sometimes there 
are legal limits, and always there 
are economic limits beyond which 
taxing powers cannot go. In some 
states, local governments levy 
general property taxes without le- 
gal limits to meet their obliga- 
tions. In other states, municipal- 
ities operate under very definite 
tax rate limitations. Where these 
limitations apply to the payment 
of bonds as well as current ex- 
penses, credit may not be as strong 
as otherwise might be the case. 

It is not enough that tax rates be 
unlimited legally. There are also 
economic limits upon taxing pow- 
ers, tied to and stemming from the 
business life of the community. 
The ability to collect taxes in hard 
times as well as prosperous years 
depends in part on collection pro- 
cedures (an aspect of management 
which I will touch upon later). 
But efficient procedures alone are 
not the whole story: just as you 
cannot drain blood from a turnip, 
you cannot collect taxes from a 


community that lacks either cur- 
rent income, reserve wealth, or 
both. Thus, general credit is im- 
portantly related to the economic 
background of a municipality, and 
particularly its future prospects. 
This part of municipal bond anal- 
ysis differs in no essential respect 
from investigations into the pros- 
pects for any busines corporation. 
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Question of Management 

In studying bond qualities, the 
third area of investigation is man- 
agement. In. private business, 
management is identified by the 
top executives of the corporation. 
Management tencs to perpetuate 
itself; it is only rarely that stock- 
holders oust their governing body. 
In the analysis of corporate secur- 
ities, one rarely ventures to un- 
derstand the psychology of the 
stockholders. 

In public finance, the stock- 
holders, or voters, are prone to 
change their elected heads with 
disturbing regularity. Thus it is 
the exceptional case where the 
municipal bond analyst can judge 
the caliber of management by 
looking at the works of the man. 
Rather, we must look to the 
temper of the whole body of 
stockholders (voters). It is per- 
haps this element as much as any 
other which makes municipal 
bonds so difficult of comprehen- 
sion by the corporate-minded in- 
vestor. It need not be an incalcul- 
able element. We can appraise the 
temper of the voters in a variety 
of ways. Do they recognize and 
reward competency in public em- 
ployees and officers? In author- 
izing or countenancing spending 
for current expenses as well as 
capital outlays, are they starry- 
eyed spendthrifts or short sighted, 
penny-wise pound-foolish misers? 
In the tax enforcement machinery 
they place in the hands of their 
officials, do they place first em- 
phasis upon the sanctity of pri- 
vate property or upon the re- 
quirements of public finance? 

In a broad sense, it is probably 
true that appraisal of the caliber 
of corporate management is a 
relatively easy task. One need 
only examine and assess the rec- 
ord of actual operations over a 
period of time spanning varying 
business conditions. Comparable 
data is available for seasoned is- 
sues of revenue bonds. But be- 
cause a similar operating record 
is not available for the analysis of 
municipal general credit, some in- 
vestors are inclined to throw up 
their hands, presuming that mu- 
nicipals never can be adequately 
understood. 

Actually, the record is there for 
all to see, if one will only search 
it out. There are two broad ave- 
nues of inquiry; one is the bor- 
rowing record, the other is the 
budget record. 

In connection with the debt rec- 
ord, let us not be content to seek 
only freedom from default, or to 
explain away defaults because of 
extenuating circumstances. We 
can look at the maturity schedule 
of outstanding debt: does it indi- 
cate a desire to get rid of debt as 
quickly as possible? Does it drag 
out the payment of debt so as to 
make it politically painless? We 
can examine the purposes of pre- 
vious bond issues. The use of pub- 
lic credit for luxury services, as 
distinct from vital public works, 
may indicate an attitude of easy 
come, easy go. Recurrent use of 
capital funds for current expenses, 
usually identified as deficit fund- 
ing loans, welfare loans or work- 
ing capital loans, and the like, are 
an indication of some shortcom- 
ings in budgeting. Recurrent re- 
funding of maturing bonds may 
indicate lack of disposition to pay 
the piper. 

Turning to the budget record, 
the basic attribute of best munici- 
pal management is budgetary sta- 
bility. Small deficits need not be 
a subject of criticism unless they 
are recurring. Sizable current sur- 
pluses are nice to have, but they 
do not necessarily indicate skillful 
management. In contract bridge 
they tell us that we are not bid- 
ding our hands properly if we 
consistently score over - tricks; 
they say we should average out 
our over-tricks and our under- 
tricks. 

Summary 

At this point let us summarize 

our findings. 


Our first point of reference was 
capitalization. The protective pro- 
visions of corporate bonds and 
municipal revenue bonds may 
fairly be compared. This is true 
despite varying meanings attached 
to the ratio of present debt to 
fixed assets. The important poini 
is this: the indentures securing 
both types of bonds usually spel! 
out restrictions upon future in- 
creases in debt. 

General obligation municipals 
are not similariy protected. There 
is no way in which the investor is 
assuredly protected from changes 
in capitalization. We are seeing 
more and more instances of 
brazen evasions of legal debt lim- 
its. Moreover, debt limits have no 
lasting quality. They can be, and 
often are liberalized, and the 
bondholder cannot stop it. This 
lack of indenture protection in 
general obligation municipals 
points up the importance of other 
protective elements of which 
there are two. One is earnings 
protection which can be defined 
as the taxing power working in 
conjunction with economic 
strength. The other protective ele- 
ment, and a particulary important 
one, is management, as one can be 
reasonably sure that conservative 
management will not create a top- 
heavy debt structure. 

When it comes to considerations 
dealing with earnings protection, 
I maintain that the unlimited tax 
general obligation municipal bond 
stands head and shoulders over 
corporate bonds as a class. AS a 
matter of fact, almost any broad 
type of municipal obligation is in 
somewhat of a preferential posi- 
tion. Possible exceptions may be 
found among toll highway and 
bridge revenue bonds and transit 
system revenue bonds, for in these 
issues the rate-fixing power may 
have little meaning; the law of 
diminishing returns does not ex- 
empt competitive enterprises 
when they are operated by public 
bodies. With ordinary public serv- 
ice enterprises, such as_ water, 
electric and gas systems, and per- 
haps sewer systems as well, the 
rate-fixing power definitely is an 
important adjunct of earnings 
protection. No corporation, within 
my knowledge, occupies this com- 
fortable position. Even when we 
are dealing with limited tax gen- 
eral obligations, and where a city 
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seems to be butting its head up 
against the maximum legal tax 
rate, all hope is not necessarily 
lost. The taxing powers availiable 
to governments are usualiy many 
and varied, and the locai govern- 
ment acting in good faith will 
make use of powers over and be- 
yond its right to levy upon gen- 
eral property. 

As to management, if you work 
with municipal governments large 
and small, to any considerable ex- 
tent and over a period of years, 
you will find that, in the mass, 
municipal management may noi 
be brilliant, but it is very conserv- 
ative. This is particularly true in 
local government; it has long been 
noted that voters exercise a fairly 
careful control over the public 
purse strings, where they realize 
that their own tax monies are 
being committed. Unfortunately, 
as government gets bigger, there 
is a general tendency for manage- 
ment to become somewhat more 
lax. This is true as we scan the 
larger cities, the states, and on up 
to the Federal level. Fortunately, 
from the investor’s point of view, 
as government becomes bigger, 
governmental assets increase also; 
the principal asset to which I re- 
fer is the taxing power. 

Now and then, graft and cor- 
ruption can be detected in big 
government; as_ public affairs, 
they are thoroughly aired. In pri- 
vate business and industry, graft 
has a more-than-adequate coun- 
terpart in nepotism and feather- 
bedding, but these matters are 
taboo in the public press. 

Our local governments have a 
remarkable capacity for survival; 
it is only exceedingly rare, and 
mostly only in mining sections, 
that communities have become 
absolute ghost towns. In contrast, 
if. you refer to business statistics 
over a period of years, you will 
find a high rate of mortality 
among corporations. 

Finally, in comparing munici- 
pals and corporates, perhaps we 
should look at the payment rec- 
ord. A complete accounting has 
never been made and probably 
never can be made for lack of 
statistics. But it everywhere 
recognized that losses in munici- 
pals, though no rerities, have been 
negligible in comparison 
perience with corporates 


is 


to cx- 


Economic Tendencies Affecting 
Trust Investment Policies 


in other parts of the world. Such 
foreign investment appears likely 
to take the form.of direct invest- 
ment in branch plants and suosid- 
iary corporations of American 
enterprises rather than the form 
of purchases by American in- 
vestors of securities of foreign 
corporations or governments. 
American investors will find it to 
their interest —increasingly to 
analyze the wisdom of foreign in- 
vestments being made by the 
American corpgrations in which 
they will be buying securities. 


The “Easy “Money” Policy 


A third economic tendency that 
appears to havé*persisted without 
fundamental change during~ the 
past twenty years is the tendency 
of the monetary authorities—the 
Treasury and ~Federal Reserve 
Board—to maintain relatively low 
interest rates did to keep money 
in relatively ample supply. Fed- 
eral monetary authorities began in 
the early thirfT€s to loosen Fed- 
eral Reserve credit and to ease 
monetary conditions as a device 
to combat the ~ great depression. 
Following the “financial collapse 
and national bank holiday in 1933, 
they continued-to pursue the pol- 
icy of easy credit during the bal- 
ance of the 1930's, with only a 
short interlude-of restriction dur: 


ing late 1936 and early 1937. With 
the oncoming of the Second World 
War, monetary policy was domi- 
nated by the desire of the Treas- 
ury to procure the enormous 
amount of funds necessary to pay 
the cost of war ata relatively iow 
and stable interest rate. As a re- 
sult, World War II was tinanced 
on a 2%% basis for long-term 
treasury bonds. Following the 
close of the War, the policy of 
monetary ease was continued and, 
in fact, Congressional action made 
credit available on almost unbe- 
lievably easy terms for consumer 
goods, home construction and fi- 
nancing. 

A whole succession of acts of 
Congress has had the effect of re- 
moving barriers to credit expan- 
sion by commercial banks, and to 
maintain low interest rates on 
government and other high-grade 
securities. Despite the fact that 
the price of almost every com- 
modity and service in the econ- 
omy has increased dramatically 
during the past fifteen years, the 
price of credit has fallen sharply. 

It is beyond our present pur- 
pose to inquire into the wisdom 
of this easy money policy, which 
has been criticized cogently by 
many competent observers. 
Rather, we may inquire whether 
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the tendency to monetary ease is 
likely to continue. I find it diffi- 
cult to foresee any radical change 
in our national monetary policy 
during the years immediately 
ahead. The Korean War and the 
exigencies of expanding armament 
outlay have already brought about 
selective restrictions of credit for 
consumer durable goods, including 
housing. It is conceivable that the 
“tough” tax policy of “pay as you 
go” announced by President Tru- 
Mian and some members of Con- 
gress will, in fact, be adopted, and 
that a moderate rise may occur 
in the structure of interest rates 
on government and high-grade 
corporate securities. Within the 
past two months the Federal Re- 
serve authorities have openly 
broken with the Treasury and 
sought to bring about a rise in 
short-term money rates. Never- 
theless, I question whether the 
Treasury and the Federal Reserve 
will seek, or even sanction, a ma- 
terial rise in interest rates, so long 
as the Federal Government is in 
the position of having to refinance 
outstanding obligations on an 
enormous scale or to float new ob- 
ligations—and the Federal Gov- 
ernment seems destined to be in 
such a position for a good many 
years to come. The tendency to- 
ward easy money is likely to con- 
tinue. 

The investment implications of 
this tendency are clear. They in- 
clude a continuation of relatively 
low yields on government and 
high grade corporate securities, 
and a continuation of the large 
disparity between yields of money 
bonds and equity securities. Under 
a democratic government, experi- 
ence shows the extreme difficulty 
of making credit expensive, when 
the inflationary consequences of 
easy money are round-about, in- 
direct, and not immediately ap- 
parent. Money management in a 
democracy faces a dilemma, in 
which the easiest course of action 
to pursue is one of monetary ease. 


Rising Price Levels 

A tendency for price levels to 
rise over extended periods of time 
is another fundamental economic 
trend of significance to investors. 
The Index of Wholesale Prices 
fluctuates, of course, rather widely 
through time. Characteristically, 
it has risen precipitously during 
and immediately following great 
wars, and has fallen substantially 
in the decedes coming thereafter. 
If we take the more basic cost-of- 
living index as a measure of price 
behavior, there is no doubt that 
the long-term drift of prices has 
been upward during the present 
century. We all know that the 
cost of living for the average fam- 
ily has risen more than 70% dur- 
ing the past ten years—an annual 
rate of increase of nearly 7% per 
annum. On the 1926 base the all- 
commodity index of wholesale 
prices stood at 56 in 1900 and at 
163 last July—an increase of about 
200%. The purchasing power of 
the dollar has been shrinking at 
an alarming rate. 

What about the future of prices 
and of the buying power of the 
American dollar? My view is that 
future price level behavior will 
run counter to post World War I 
experience when prices fell, be- 
cause basic institutional changes 
have taken place in the American 
economy that facilitate increases 
in prices and that resist decline. 
I refer especially to the emerg- 
ence of powerful labor organiza- 
tions with aggressive wage-raising 
policies, and to the potent agricul- 
tural bloc with its strongly en- 
trenched “parity price” formula 
and farm price-support program. 
Reference must also be made to 
the enormous growth in Govern- 
mental expenditures, past and po- 
tential, which experience shows 
will be frequently—if not always 

financed in part by borrowing 
from the banking system, having 
potentially inflationary conse- 
quences. Over the long term the 
probabilities are much higher for 


a succession of future rises in the 
American price level than they 
are for a secularly stable or fat 
ing price level. This does not 
necessarily mean that future price 
increases will occur at as rapid a 
rate as they have during the past 
decade, or that prices will rise at 
all times. It does mean that buy- 
ers of government bonds and 
other fixed income securities do 
not have much hope of recouping 
the purchasing power they have 
lost during the past decade. On 
the contrary they stand a very 
good chance of being obliged to 
accept further erosion of purchas- 
ing power. 

The implications of future price 
level change for personal invest- 
ment policy are perfectly clear. 
They are, that an investor who 
seeks to maintain the buying 
power of his investment assets or 
of their annual income, is not 
likely to do so by purchasing as- 
sets carrying fixed dollar values 
or fixed dollar incomes. To the 
extent that trust officers are prop- 
erly concerned with the purchas- 
ing power of a trust and of its 
annual income they would be wise 
to examine how they may protect 
their beneficiaries by the purchase 
of real estate equities or the equity 
securities of business corporations. 
The possibility must be admitted, 
of course, that no medium of in- 
vestment would, under some cir- 
cumstances, provide complete pro- 
tection against diminishing pur- 
chasing power of the doHar, and 
that all that can be done is to 
minimize the rate of erosion of 
purchasing powéY. 


Econemic Instability and the 
Search for “Security” 

The final important economic 
tendency bearing upon _ personal 
investment policy to which I shall 
refer briefly, is economic insta- 
bility and the search for “secur- 
ity.” This has assuredly been a 
pronounced tendency since the 
great depression of the 1930’s, and 
has manifested itself in the ac- 
tions of all groups in the popula- 
tion—workers, farmers and in- 
vestors. There is some evidence 
of increasing instability in the 
aggregate volume of production 
and employment in the American 
economy. The percentage of de- 
cline in the physical volume of 
production that has occurred in 
successive periods of depression 
during the present century has in- 
creased. Moreover, there is theo- 
retical foundation for the belief 
that fluctuations in production, 
employment, and income increase 
in magnitude as our society be- 
comes richer; because an increas- 
ing fraction of business and con- 
sumer goods are “postponable,”’ 
and represented by durable goods 
like houses, automobiles, machin- 
ery, and buildings. As a result, 
public policy formation during 
the past fifteen years appears to 
have been dominated by a belief 
in, and fear of, economic instabil- 
ity. The resulting emphasis on 
“security” underlay the Social Se- 
curity Act, State Unemployment 
Compensation systems, the gov- 
ernment lending @nd loan guaran- 
teeing programs through such 
agencies as the R.F.C., agricul- 
tural price support programs, and 
most recently the Employment 
Act of 1946, which makes it a 
national policy of the United 
States to maintain so far as pos- 
sible an adequacy.ef job opportu- 
nities. Our preoctufpation with pre- 
venting human hardship and cu- 
mulative shrinkages in production 
during depressions has produced 
a number of important bulwarks 
to our economy. One may now 
raise the question Whether the in- 
herent stability of the economy is 
not at the pres@ént time much 
greater than is generally realized. 

Belief in instability and search 
for “security” hasealso manifested 
itself in the investment habits of 
the people. The vast increase in 
annual sales of life insurance pro- 
vides one kind of evidence. The 
startling dispafff¥*""between the 


yields of high-grade bonds and of 
common stocks provides a second 
*type of evidence. We have built 
into the legal structure and insti- 
tutional practices of investment 
such strong attachments to one or 
the other type of medium that 
changes in the relative rates of re- 
turn from high grade bonds and 
common stocks do not appear to 
have produced much shifting from 
one to the other type. In the 
language of economics, the elas- 
ticity of substitution of stocks for 
high grade bonds has been ex- 
ceedingly low, with respect to 
annual yields. This disparity has 
even increased during the past 
decade of war and postwar boom 
and inflation. During 1939 high 
grade bond yields (Moody’s AAA 
Domestic Corporate Index) were 
3% per annum; they fell to an 
average of 2.83% during 1949. In 
contrast, dividend yields of com- 
mon stocks (Moody’s 200 Stock 
Index) rose from 4.2% in 1939 to 
6.2% in 1949. Stated in other 
terms, the percentage difference 
in yields was only 40% in 1939, 
and 120% in 1949. The premium 
demanded by investors for bear- 
ing uncertainty has risen mark- 
edly during the past decade. 


It is interesting to reflect upon 
the significance of the following 
figures. The net worth of Amer- 
ican manufacturing corporations 
increased by $47,100 millions be- 
tween the end of 1939 and the 
end of 1949;°which was an in- 
crease of 111%. In contrast, the 
market value of all stocks listed 
on the New’ York Stock Exchange 
increased during that same period 
of time by only $29,824 million, or 
by 64%. If common stocks were 
fairly appraised at the end of 1939, 
which was a reasonably prosper- 
our prewar year unmarked by any 
speculative boom in_ stocks, it 
would appear that investors have 
become markedly more pessimis- 
tic in the ensuing decade, regard- 
ing the future yields from shares 
in American enterprises. 

Will apprehension of economic 
instability and desire to avoid risk 
continue to be dominant economic 
trends? Evidence is appearing that 
they will not continue to dominate 
public action, and that we may 
expect a reversal of this tendency 
in coming years. Fear of economic 
instability may gradually subside, 
as experience demonstrates the 
ability of our economy to main- 
tain (though not without fluctu- 
ations) a fairly satisfactory level 
of employment and_ production. 
There are signs that the public is 
becoming more concerned about 
potential price instability than 
about depression. “Security” is 
coming to be redefined in terms of 
stability of purchasing power 
rather than in terms of protection 
against interruption of income. 

This change in attitude is man- 
ifesting itself in recent and im- 
pending changes in legislation and 
practices governing investment 
policy. First, we are witnessing 
the adoption of the ‘prudent man” 
rule for the investment of trust 
funds in an increasing number of 
states. Secondly, there are im- 
pending changes in laws govern- 
ing the investments of life insur- 
ance companies permitting them 
to invest a certain percentage of 
their admitted assets in equity se- 
curities. Thirdly, there has oc- 
curred a spectacular growth in the 
diversified investment fund and of 
the common or comingled trust 
funds administered by commercial 
banks. When the radio and tele- 
vision properties of the late 
Thomas Lee were auctioned off 
by the public administrator of his 
estate, it was significant that one 
bid came from the First National 
Bank of Akron, Ohio, acting 
trustee for the retirement plan for 
salaried employees of the General 
Tire and Rubber Company! On its 
face, this isolated fact points to 
a rather remarkable change in in- 
vestment attitude and policy. Ten 
years ago, it was unheard of for 
a trustee to seek to purchase so 
highly dynamic an investment as- 


as 


set as radio and television. proper- 
ties to provide income for retired 
corporation employees. This may 
only be interpreted to indicate a 
belief on the part of the trustee 
that the “real security” of his 
beneficiaries lay in the acquisition 
of assets likely to produce an in- 
come stable in purchasing power 
rather than in dollar amount. 


Recapitulation 


This brief review of major eco- 
nomic tendencies affecting invest- 
ment policy and their probable 
projection into the future has sug- 
gested the strengthening of sev- 
eral tendencies favoring equity in- 
vestments. If this appraisal be 
correct, it should be welcomed as 
a socially desirable change in the 
financial and investment practices 
of our economy. Economists and 
financial observers have repeat- 
edly pointed to an hiatus that has 
come about in the American econ- 
omy during past years. There has 
been a gap between strong de- 
mands for investment funds on an 
equity basis and a comparative 
limited supply of funds available 
on that basis. Suppliers of funds 
appear predominantly to have de- 
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manded a creditorship position, 
whereas demanders of funds de- 
sired predominantly to accept 
them on an equity basis. The re- 
sults of such an hiatus could be— 
and were—a serious blockage of 
the flow of savings into invest- 
ment and a consequent reduction 
in aggregate demands for goods 
and services in the economy, with 
resulting underemployment. This 
was one of the major possibilities 
contemplated by the theory of em- 
ployment developed by the late 
Lord Keynes which, in turn, gave 
rise to much pessimistic theorizing 
about “economic stagnation” and 
the “mature economy” lacking an 
adequate volume of investment. 

Current tendencies indicate that 
adjustments are being made in the 
terms upon which funds are sup- 
plied for investment, which may 
remove financing obstacles to a 
sustained high level of investment, 
and which will contribute to the 
future progress of our economy. 
It is to be hoped that this con- 
structive development will be ac- 
companied by an environment for 
business enterprises which pro- 
vides strong incentive for future 
business expansion. 
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Great Northern 


The return of Great Northern to a $1.00 quarterly dividend 
rate last week, after two quarters in which only $0.75 a share was 


paid, caused little surprise in financial quarters. 


As a matter of 


fact, there were few analysts who had seen any justification for 


the cut in the first place. 


The earlier $4.00 rate had only been 


made effective in the last half of 1948 after an extended period of 
consistently favorable earnings and highly conservative financial 
policies. Once the higher rate had been established, it had been 
felt generally that it would be maintained unless a real recession 
developed. A policy of cutting dividends in response to merely 
temporary ills naturally adversely influences investment regard 


for any stock. 


There is no question but that Great Northern has had more 


than its share of troubles in the past two years. 


In 1949 the un- 


precedented storms in the early months of the vear were a serious 
problem to a vast majority of the roads serving the western sec- 


tion of the country. 


Transportation service throughout most of 
the area was completely disrupted for weeks at a time. 


AS a 


result, and even though Great Northern’s operations were good 


throughout the rest of the year, 


1949 earnings drovped to $6.05 


compared with $8.91 a share earned in 1948. Considering the com- 


pany’s favorable debt status 
earnings appeared sufficient to 
rate. 


and 


adequate finances even such 
justify a $4.00 annual dividend 


This year Great Northern had a series of its own particular 
troubles, not affecting most other roads in the west. Weather con- 
ditions were very severe in the Pacific Northwest in the opening 


months. Later, 


floods along the Red 


River seriously hampered 


operations, Then, because of ice conditions, the Great Lakes had 
one of the latest openings on record. This delayed the start of the 


important iron ore movement over the road’s lines. 


As a final 


blow, Great Northern was one of the western roads whose lines 
were tied up by a strike of switchmen in late June and early July. 

Traditionally Great Northern does pooriy in the first part of 
the year. Its traffic is highly seasonal and operating deficits in the 
{irst three or four months are not uncommon. This was particu- 
larly pronounced this year. Consistently through July results ran 
behind the like 1949 periods and for the full seven months a net 
operating deficit of $1,321,449 was sustained. This was in sharp 
contrast to net operating income of $6,924.354 a year earlier. The 
vear-to-year deterioration in net results was equivalent to more 


than $2.70 a 


share of stock outstanding. 


There was a decided change for the better in the company’s 
affairs in August and this improvement continued in September, 
although at a somewhat slower pace. With these two past months 
of good results, earnings on the stock for the nine months through 


September climbed to $2.87 a share. 


In the first nine months of 


1949 the company earned $4.09 a share. Prospects over the balance 
of the year are good so that a further reduction in the year-to-year 
earnings lag appears certain in the last quarter. Final results for 
the year are, however, heavily dependent on weather conditions. 
At worst. it is now estimated that 1950 results as a whole will 
be within a few pennies of the $6.05 a share earned last year. If 
the weather stays mild, allowing an extension of the lake shipping 


season beyond the normal time, 
The iron ore situation is very tight. 


better. 


the road could do considerably 
In fact, it has been 


necessary to resort to all-rail shipments this summer to meet the 


demands of the steel mills. 


On this basis, it is obvious that iron 


ore movement to the Lakes will continue as long as possible this 
year, Also, unless unforeseen difficulties again intervene it seems 
certain that earnings comparisons throughout the first half of next 
year will continue highly favorable. 
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Corporation Financial 


tween total current assets and to- more 
tal current liabilities. 


of the 
pany, 


ynillion. 


with ease. 


Forward Chemical 
working capital is $5,200,- The 
000, the difference between cur- proper 
rent assets of $6.5 million and $1.3 pany is to compare it 
is that important? average 
Because the lack of working capi- companies in the 
tal is one of the principal reasons For 
for failures of a business. 
ing capital measures the ability of average 
a company to meet its obligations 
its ability 
pand its manufacturing as orders ally 


Why 


Statements Explained 


prominent chemical corpo- 
rations of the country is about 
Com- 4 to l. 


In the case 


best way of determining a 
current ratio for a com- 
with an 
ratio for other 
same industry. 
instance, you will find that 
tobacco industry has a high 
current ratio, largely be- 
cause of the large amount of in- 
to ex- ventory that that industry gener- 
carries. On the other hand, 


current 


Work- the 


increase. Then the question arises the public utility industry, now in 


as to how 


cents, 
needs a 


much working capital a period of 
should a company 
cannot be measured in dollars and that is turned over 
big company 
large amount, and a small- perfect 
er one, not so much, yet they may 
both be perfectly sound. So we 
measure it by using what is called to say 
the “CURRENT RATIO,” 


because 


large expansion, and 
That which does not carry an inventory 
two o., three 
year, can operete with 
soundness on a current 
ratio of 2 to 1, or even ‘ess. Never- 
theless, a good rule-of-thumb is 
that a minimum current 
which ratio should be 2 to 1. If it is less 


have? 


times a 


we get by dividing the current as- than that, there may be a perfect- 


sets by the current liabilities. In ly valid reason, but such 
the answer 
say the current ratio is 5 to 1. 
For a chemical company, a ratio called 
of 5 to 1 is very satisfactory, 
the average current ratio of the vestors to measure a proper 


this case, 


a situa- 
is 5, so we tion deserves some investigation. 
Lastly, we come to what is 
“book value.” This is a 
since common guide used by some in- 
price 
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for their stock, and it represents 
the equity of each share of com- 
mon stock in the net assets of the 
company. In other words, it is 
what a stockholder would get, 
theoretically, if his company were 
to be liquidated. That may be 
good theory, but in actual prac- 
tice, it is of real value only when 
applied to bonds or preferred 
stocks. 

When you try to apply it to a 
common stock there are a num- 
ber of things wrong with it, and 
the principal trouble is that some- 
times a company that is even on 
the verge of bankruptcy can show 
a respectable book value for its 
common stock, as you will see 
when you look later on at the 
statement of the Backward Chem- 
ical Co. The book value for 
that common stock is $11.33, when 
actually the stock is hardly worth 
10 cents a share. For that reason, 
book value alone is a poor cri- 
terion in selecting a stock. Earn- 
ing power is a lot more valuable 
for a company to have—and you 
will note that the Backward 
Chemical Co. has no earning pow- 
er worth mentioning. 


Book Value of Common Stock 

There is one way, though, 
wherein book value of a common 
stock is of some help, and that is 
when that value is compared over 
a period of several years. From 
that comparison you can tell 
whether the company is growing 
or is losing ground. But there are 
plenty of other ways of learning 
the same thing—so that I caution 
you not to pay too much attention 
to that overworked term — book 


value—as it pertains to market 
price of a common stock. 

Now we come to the INCOME 
STATEMENT of the Forward 
Chemical Company. That is the 
smaller page that is clipped to the 
balance sheet that we have just 
been reviewing. Notice that this 
covers operations for the whole 
year ending Dec. 31, 1949. 

I think most of the items on 
this statement should be quite 
clear. Item number 4 under costs 
and expenses, includes all taxes, 
such as real estate and social se- 
curity, that are an EXPENSE of 
doing business. Income taxes come 
out later, when it is determined 
what the real income is. PROFIT 
FROM OPERATIONS, sometimes 
called gross profit, and shown 
here at $1.5 million, should not be 
confused with net profit or income 
available for dividends. We still 
must take out the interest that was 
paid to the bondholders, and the 
interest paid on the bank loan. 

That leaves us with the figure 
of $1.4 million, and it is on that 
amount that income taxes are 
paid, at what was until recently 
the standard corporation rate of 
38% to the Federal Government 
and at varying rates to the States. 

Now we are left with $800,000 
available for dividends, and it is 
right here that some misunder- 
standings arise. Because $800,000 
is available for dividends, this 
does NOT mean that the whole 
$800,000 will be paid out to stock- 
holders. Few companies are in 
such very fine financial shape that 
they consider it unnecessary to put 
back into the business a part of 
their annual earnings to finance 
further growth. In this particular 
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instance, the company decided to 
pay out in dividends roughly 62% 
of their net income, or $500,000. 
A 62% pay-out is well within 
the bounds of conservative prac- 
tice. That leaves $300,000 to be 
put back into the business, and it 
is added to the EARNED SUR- 
PLUS item that we saw on the 
balance sheet. : 


Per Share Earnings 

To make the picture of earnings 
a little more clear, we often re- 
duce those earnings to so much 
per share. By simple arithmetic, 
we show here that Forward 
Chemical Company earned $1.60 
per common share. You get that 
by dividing the number of shares 
(500,060) into the amount of 
money available for dividends 
($800,000). They paid a dividend 
of $1.00 per share leaving 60 cents 
per share to go back to the com- 
pany. 

Now since that common stock 
has earned $1.60 per share, and 
paid a dividend of $1.00 per share, 
what would be a reasonable price 
at which that stock should sell? 
One rule-of-thumb is that, in nor- 
mai times, a common stock should 
sell at about 10 times its earnings. 
If that were true, we would have 
this stock selling at $16 per share. 
But the difficulty of that rule is 
that it is pretty hard to determine 
just what is normal times. In 
1929, which we know now was 
abnormal, many stocks were sell- 
ing around 20 times earnings. And 
in June 1949, the low point of the 
stock market since early 1945, any 
number of stocks of first rate 
companies were selling at five 
times earnings. Many of them are 


still under 10 times earnings right 
1. Cost of raw materials__-_ 
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2. Selling and General Expenses_.__ 1,000,000 
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1. Cost of raw materials $7,000,000 the yields of other chemical com- 

2. Selling and General Expenses.__- 1,500,000 panies of comparable size, you 

3. Set Aside for Depreciation 150,000 would find that the others are 

4. All Taxes Other Than Income___-~ 300,000 8,950,000 nearer 5 to 54%. So 16 seems 

$1,400,000 — — somewhat too low, and if it ac- 

600,000 Profit From Operations______.__-___--. om $50,000 tually is selling at a price of 16, it 

Interest Charges Paid: perhaps is an attractive purchase. 

To Our Bondholders-_ ----- Because if it were selling about in 

i line with other similar chemical 

500,000 companies—that is, to yield 5 or 

cae: Net Income Before Income Taxes--------- $10,000 542—the price would be around 

$300, 000 Income Tax 7 i et 400 $19 per share, based on the $1.00 
$1.60 pes dividend. 

‘0 railat or Right here,. perhaps you are 

ae thinking: All right, fine, but how 

am I to know those average yields, 

$9,600 or how am I to know that a cur- 

$0.03 rent ratio of 5 to 1 is good for a 


....----$7,000,000 


let’s assume the 10 times 
ratio here, and therefore a price 


_Profit From Operations-_-_-_---__- eee 
Interest Charges Paid Out: 
To Our Bondholders 


$70,000 
To Our Bank 


30,000 100,000 
Net Income Before Income Taxes 
Income Taxes 


Net Income Available for Dividends_______- $800,000 
Dividends ($1.00 Per Share on 500,000 ‘Shares 
Common Stock) 


$20,000 
20,000 


40,000 


Balance Left to Put Back Into the Business 
Earned Per Common Share 


BALANCE SHEET 
As of December 31, 1949 


Dividends__ $9,600 
Pe ond ; ne aa None 


Balance Left to Put Back in the Business 


ar Iar > 
anes Tat SOAeS--.--+---- chemical company? Of course, 
500.000 BALANCE SHEET that is where the investment ad- 
(Accounts Re- vice or service comes in. An in- 
2 000.000 As of December 31, 1948 vestment dealer has all that in- 
3,000,000 formation available for the asking, 
; He also has on hand the past rec- 
ror ords of companies, and that past 
: $200,006 record is important. To examine 
(Accounts Re- the balance sheet and income 
1,000,000 statement that cover one year is 
a 3,000,000 a big step towards understanding 
3,600,000 —_—— —— the finances of a company, but to 
400,000 Total Current Assets $4,200,000 get a proper yiewpoint, those fig- 
Fixed Assets: ures should be compared with at 
Property and Equipment least a few of the figures of one 
Less Depreciation or two or three years ago. A pro- 
Goodwill longed strike, for instance, could 
gut make the one year earnings fig- 
200.000 ures of a company look pretty 
dismal, yet basically that company 
might be very sound, with a fine 
back record of earnings, and a 
900,000 good future ahead of it. 
1.300.000 Consistent earning power. by 
500 0 “<i Si ae Sue Other Accrued Expenses 500,000 and large, as I said before, is the 
. ),C00 Common Shares ($10 Par Value) Bank Loan Due in Six Months 000,000 most important factor of all, and 
Surplus: —_—__—__- earnings of one year only may not 
Capital 900,000 Total Current Liabilities .300,000 give a true picture. 
Earned ,950,000 Mortgage Bonds (4% ) 500,000 I am not going to review the 
Capital Stock: statements of the Backward 
300,000 Common Shares but we hope 
Surplus: them 
Capital 300,000 
Earned 100,000 
$5,200,000 7 = you 
Assets Divided by Cur- eis Total Liabilities $8,200,000 with the Forv 
LO 


anv and you wi see verv 
salad pany and you will see ver: 


ASSETS 
Current Assets: 
Cash - A ease - 3 
What Our Customers Owe Us 
ceivable) 
Inventories 


ASSETS 


Current Assets: 
$6,500,000 vc 


Cash 

What Our 
ceivable) 

Inventories 


Total Current Assets 
Fixed Assets: 
Property and Equipment 
Less What We Have Put Aside for 
Depreciation 
Goodwill 


$4.000.000 Customers Owe Ss 


400,000 


Total Assets . $10,500,000 $4.000.000 


LIABILITIES 900,000 


3,500 000 
Current Liabilities: 500,000 
What We Owe to Others (Accounts Payable) 
Accrued Taxes 


Bank Loan Due in Six 


$400,000 
600.000 
300,000 

meena Current Liabilities: 

: 300,000 What We Owe to Others (Accounts Payable) 
5750,000 Accrued Taxes 


Total Assets 


Months LIABILITIES 


Total Current Liabilities 
Mortgage Bonds (4% ) 
Capital Stock: 

5,000,000 


Total Liabilities 500.000 ($10 Par Value) 3.000.060 Chemical Company, 
will take 
you and examine them when 
have time. Compare them 
ard Chemical Com- 
readily 
why the one company is moving 
forward and the other is 
backward indeed. 


that you home 
Working Capital 
Liabilities ) 
Current Ratio (Current 
rent Liabilities) ; 
Book Value Per Common Share 


(Current Assets Les: Current with 


—— Working Capital ._- oo : (Deficit) 


$100,000 
a" 1s 
$11.33 


TO COMPUTE BOOK VALUE—Add both sur 


Current Ratio 
walue of the stock, and divide by 


Book Value Per 


plus items 


the par 
the number of shares. 


- very 
Common Share. 
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Inflation Should Be Stopped 


that followed the French Revolu- 
tion of 1789, due primarily to the 
intlation and blow-up of the value 
of the French assignats. Their 
value went down to zero. They 
were finally not worth the paper 
they were printed on. 

We have had plenty of expen- 
Sive inflationary experiences in 
this country. Following the Revo- 
lutionary War, the value of the 
Continental currency fell to noth- 
ing. We still use the expression 
about a thing that is valueless, 
*“‘Not worth a Continental.” 

The Civil War was accompanied 
by an inflation, made worse py 
the issue of badly secured gov- 
ernment greenbacks. The value of 
the dollar in that inflation went 
down to 35¢. That inflation ended 
with the crash of 1872. This was 
followed by one of the worst de- 
pressions we have ever had. It 
lasted for several years. 

We had a sharp inflation that 
began during World War I, that 
reached its peak and broke in the 
summer of 1920. The disastrous 
effects can still be remembered 
by many of our older businessmen 
and especially by retailers who 
were caught with inflated priced 


inventories that had to be un- 
loaded at a fraction of their costs. 

Certainly most of you know of 
the fearful inflation that occurred 
in Germany and in Austria fol- 
lowing World War I. The value 
of the money in those countries 
by 1923 went to zero. The middle 
classes, the best people of Central 
Europe, were wiped out. A great 
many starved to death. After that 
crisis came the Nazis, National 
Socialism, and Hitler. Out of this 
economic smash-up caine the be- 
ginnings of World War II. 

France and Italy are at present 
very weak. The facts can be seen 
in their monetary system. It takes 
350 French francs to buy one of 
our 50¢ dollars. It takes over 625 
Italian lire to buy an American 
dollar. These are symptoms of a 
decaying economy. Whenever the 
people have lost their savings, 
their hopes of gaining independ- 
ence, of achieving some security 
for their old age and of helping 
their children to get a fair start 
in life, their morale disintegrates. 
For such people there is neither 
outlook nor future. This is, I have 
been informed, a widespread atti- 
tude in both France and Italy 


























Securities Salesman’s Corner 


By JOHN DUTTON -= 











Sometimes you may have heard salesmen say, “I told that story 
better than ever before in my life and the fellow just sat there and 
looked at me. He might as well have said, ‘so what,’ for all the good 


it accomplished.” 


Occasionally we forget that before anyone will 
buy anything they must first feel a need for it. 


What will it ac- 


complish if you tell a prospective buyer all of the merits of a par- 
ticular security, unless he is first interested in making an invest- 
ment? The following is a true story of how a salesman made a sale 
of sizable proportions just because he first found out what was of 
primary importance to his prospect. 

This salesman and his prospect lived in the same block and 
they would see each other almost every day. Both men knew what 
the other did for a living, and in this instance the securities man 
was under the impression that some day his friend from down the 


street would ask him to take some orders for securities. 


However, 


several years went by and nothing of this kind happened. They 
just met, talked about various things, and went on their way as 


usual. 


A study of this situation convinced the securities man that un- 
less he found the right approach to his friend’s confidence that 
the chances of doing business with him were very slight. He knew, 
however, that this was a case where there was ample money avail- 


able for investment. 


Also his prospect had a large single interest 


in one company, evidenced by his holding a substantial block of 


stock which was listed on a national exchange. 


He also knew that 


he had always been careful never to discuss anyone's private af- 
fairs with him and was certain that he could gain sufficient confi- 
dence if he asked for a definite appointment to talk about securi- 


ties. 


friend’s home? 


The next question he had to decide was where to have the 
appointment: at his friend’s office, at his own office, or 


at his 


He decided to try for the home, since he had the 
benefit of being nearby and in a manner it could 
neighborly call, although by arrangement and appointment. 


be almost a 


He secured an evening appointment and he sat down with 
both this man and his wife and began to ask questions. He assured 


them of his confidence in everything said. 


He mentioned that the 


main reason for his call was to determine if he could assist them 


in preserving and building up their assets. 


He briefly mentioned 


the inflationary aspects of the present situation in this country, 
and he also spoke of the possibilities of an eventual decline in 


business and of deflation. 


He said he wanted 


to see if he could 


offer some suggestions that might help them build up some de- 


fenses against such future contingencies. 


Finally he came to this 


question, “What do you want your present holdings of securities 


and your other assets to do for you?” 


This opened up the flood- 


gates and strange enough it was Mrs. Prospect who said, “I’ve been 
worried about our large investment in XYZ company for a lcng 
time, for that matter, so has Jim, I don’t know, I just don’t like it. 
having all those eggs in one basket, Al] we want out of life is to 
live as well for the rest of our days as we are doing now. We are 


not interested in leaving a big fortune to the children. 


For the 


time being everything is all right. Jim used to be connected with 
XYZ company as you know, his brother is now President, but 
they have had their ups and down. Don’t you think we would be 
better off to sell part of our holdings and buy some other good 
securities in more than just one or two companies the way it is 


now?” 


Within another hour there was a signed order for a good- 
sized block of a balanced mutual fund which was to replace the 
sale of part of the XYZ. When the main point of issue became 
apparent the sale just had to follow. Of course that was the time 
to offer the mutual fund, to explain its points of superiority, its 
diversification, management, balance, etc. That was the time when 
telling the story went straight home. After you find out what a 
man really wants out of life, if you will show him an easy way 
to obtain it, he will buy. You won't have to sell him, 
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today. Many of the best people 
in those countries feel that there 
is nothing left to live for, much 
less to fight for. 


We in this country are in an 
inflationary wave at the present 
time. In many respects it looks 
worse than any previous inflation 
that we have ever had. 


The Characteristics of Inflation 


We know, or should know, how 
an inflation starts. We know that 
the beginnings of an inflation are 
almost always pleasant. More 
money and higher prices mean 
that everybody, or nearly every- 
body, makes money, or thinks that 
he does, whether he earns it 
or not. As the wave progresses, 
some people begin to get hurt, 
especially those with fixed and 
limited incomes. But the move- 
ment goes, thougntlessly, on. Then 
more and more peopie get hurt. 
Whole economic classes are wiped 
out. Finally, there comes the 
show-down, disaster to almost 
every one and especially to the 
economy as a whole. Rebuilding 
after the crash of an _ inflation, 
even when possible, is a_ long, 
painful and costly process in which 
every one suffers. At such times 
the enemies of a country pour in 
and take over. At such times the 
spirit of revolution is rife. 


What Hedges, If Any, Can Be Set 
Up Against Inflation? 


Is there anything that individ- 
ual businessmen can do about in- 
flation? Is there any safe hedge 
against inflation? Here are the 
alternatives: 

(1) Paper money, government 
or private bonds, notes and mort- 
gages, everything that bears the 
dollar sign, lose their value as the 
inflation progresses. Furthermore, 
when the inflation bursts, it is 
the common experience that notes, 
mortgages and similar obligations 
are generally defaulted. The losses 
are irrecoverable and irreparable. 
Hoarding paper money or bonds 
is no hedge at all. 

(2) The purchase and 
ship of land may seem to be a 
likely hedge. Farm and other 
forms of real estate, if productive, 
may prove a partial means of 
countering the effects of an infla- 
tion, provided the owner can pro- 
vide competent management ana 
maintenance. But both productive 
and unproductive real estate are 
in most parts of the country suv- 
ject to high tax rates. The taxes 
as well as the losses that are com- 
mon to land ownership may con- 
sume any gains that might other- 
wise accrue to land ownership 
during an inflation. There is no 
assurance in real estate holdings 
as against full scale inflation. 

(3) The purchase of goods as a 
hedge against inflation is largely 
speculative. Nearly all goods are 
subject to deterioration. There are 
also the expenses of storage and 
insurance. In spite ot all precau- 
tions, goods may be burned, 
bombed, stolen or destroyed. Oniy 
an expert market manipulator can 
hope to have any success with 
the purchase of goods as a meais 
of discounting an inflation. 

(4) Common stocks in giit-edge, 
productive, profit making com- 
panies are frequenrt!y urged as a 
means of protection against infla- 
tion. In theory this is correct, but 
it must be remembered that the 
earnings, in even the best of cor- 
porations, are variable and, more 
important still, the government 
takes a larger and larger share 
of the profits in the form of taxes. 
The present corporation tax takes 
45% of net profits. The econ- 
omists of the CIO, who have ciose 
contacts with the Administration, 
are urging that corporation profits 
should be taxed 80%. Owners ol 
corporation common stocks who 
have enjoyed continuous payments 
of dividends at the same rate per 
year since 1939, are actually oniy 
half as well off today as they were 
then, The government wont let 


owner- 


you seek protection from inflation 
by putting your savings into com- 
mon stocks. 


(5) A good job in a good com- 
pany may be a hedge. The record 
of industrial jobs to date is that 
they have kept impressively ahead 
of the inflation. But workmen 
having such jobs cannot retire. 
They must stay on as long as they 
live, or as long as they can hold 
them. Their savings won't do 
them much good and their pen- 
sions, if any, also suffer from in- 
flation. A $100 a month pension 
today, fer example, is worth only 
aS much as a $50 a month pension 
in 1939, 


This brings us to the general 
conclusion that there is, in fact, 
no real hedge for inflation. There 
is no way of hiding from it. There 
is no cyclone cellar to which an 
individual businessman or em- 
ployee can retire and remain in 
safety when the inflation bursts 
as it always does, sooner, or later. 
The only remedy for injlation is 
to stop it. 


Can an Inflation Be Stopped? 


Yes, it can be stopped if you 
stop the things that cause it. The 
remedy for inflation is to attack 
and to destroy its causes. What 
are the causes of inflation? They 
are simple. They are well known. 
Just keep in mind that inflation is 
always due to too much money in 
relation to the amount of goods 
and services produced and avail- 
able. Therefore, to stop an in- 
flation it is necessary to turn off 
the spigots that produce money 
and turn on the energies that pro- 
duce more goods and services that 
people want. 


The Causes of Inflation 

Here are some of the ways in 
which inflation comes into exis- 
tence and becomes a menace: 

(1) Whenever a government is- 
sues paper money, promises to 
pay, vr bonds in excess of its in- 
come and operates on deficits, it 
is laying a greasy track for infla- 
tion. The jonger the deficils run 
the greater the infiation. When 
the people lose their expectations 
or hopes that the government will 
ever repay these obligations, the 
bottom drops out and the value 
of the money goes to zero. This 
has happened in other countries. 
It happened after our Revolution- 
ary war. It would be foolish to 
say that this can never happen 
here again. 

(2) A more rapid extension oi 
bank loans than justified by an 
actual increase in sound business 
productivity is a highly dynamic 
cause oi infiation. Such loans 
mean increased dollars, specula- 
tion, and higner prices, Unless 
such loans are kept in check, the 
inflation moves inevitably on to 
its smash-up, just as it did in this 
country back in 1929-1930. 

(3) The _ loose 
credit by oiher loan agencies, 
whether for automobiles, televi- 
sion sets, household appliances, 
housing, or other goods, beyond 
saie assurances of full, proper and 
prompt repayments brings a lot cf 
purenasing power into existence. 
When such money exceeds the 
productivity of the goods wanted, 
there is a highly potential cause 
of inflation. Such credit extends 
the volume of purchasing powel1 
in the same manner as the over- 
issue of paper money by the gov- 
ernment. 

(4) The reduction of interest 
rates makes it easier to borrow 
money and to spend it, and thus 
adds to the volume of dollars in 
pursuit of goods. 

(5) Government subsidies of any 
and all kinds, including public 
funds spent for roads, post offices, 
hospitals, money to support farm 
prices. government purchases at 
higher than market prices, espe- 
cially under cost-plus contracts 
that automatically raise prices, 
and so on. Such subsidies are a 
festering cause of inflation. 


extension oi 


(1717) 37 


(6) Every increase in price 
paid by anyone, whether-by the 
government, by a manufacturer or 
retailer, unaccompanied by im- 
provements in qualities or in- 
creases in quantities of products 
is a highly important cause of in- 
flation. 


(7) Every increase in costs of 
any kind entering into the pro- 
duction of goods or services, un- 
accompanied by increases in pro- 
ductivity, since it tends to raise 
prices, is a top cause of inflation. 


Inflation is usually the result 
of several causes. Several are at 
work at the present time, some 
only mildly, others at full tilt. In 
our present inflation the govern- 
ment has issued paper money. 
There was four times as much of 
such money in 1945 as there was 
in 1939. Since 1945 the govern- 
ment has been reasonably cautious 
in the issue of more paper money. 


Under the Federal Reserve Sys- 
tem the expansion of bank loans 
has been restricted somewhat avd 
most banks are now exercising a 
healthy opposition to loans ‘or 
speculative purposes. 

Beginnings were made as of 
September in the control of credit 
by the Board of Governors of the 
Federal Reserve System. These 
controls have been rather mild. 
Eventually they are likely to 
tighten still further. Even credit 
retailers will, in the general in- 
terest, welcome these restrictions. 

On the matter of interest rates, 
the interest paid by the govern- 
ment sets the patterns for all 
leans. These rates are abnormally 
low. They were set low back in 
the 1930’s when the object was io 
stimulate inflation. They have 
continued iow. They still stimu- 
late inflation. To correct their tn- 
flationary effects they should be 
increased. 

Our government has for many 
years had a program of paying 
subsidies of many kinds such as 
for housing, health, education, 
public works and farm-support 
prices. All of these contribute to 
inflation. Since the Korean ouit- 
break and the passage of the De- 
fense Production Act of 1950, there 
is the prospect of enormous ‘it~ 
creases in financial inducemenis 
to bring up the national military 
strength. Necessary as ‘this may 
be to national defense, this must 
be reckoned as a continuing case 
of inflation. 

increases in prices and costs, 
unaccompanied by increases in 
productivity, are today undoubt- 
edly the greatest cause of in- 
creased inflation. 


What Are the Costs that Stimulate 
Inflation? 


Costs of production consist cs-- 
sentially of wages and salaries, 
raw materials, interest on capital 
and rents on property. The costs 
of raw materials are, however, 
also made up of wages, salarics, 
interest and rent. Thus, for tne 
economy as a whole, the costs of 
production consist essentially of 
wages, salaries, interest and reits. 

Profits are not included as costs 
for the reason that they are di'- 
ferentials earned by certain com- 
panies as a result of superior 
judgment, foresight, skill, compe- 
tence or ability of its managers. 
The term “profit,” as commonly 
used, is a misnomer. 

Profit as the word is commonly 
used. usually includes what might 
more properly be called interest 
on capital invested, It includes the 
wages of management, payments 
for experiments, reserves to cover 
replacement costs and insurance 
to cover risks. Here, again, the 
elements are wages, salaries, in- 
terest and rent. After these costs 
have been covered then what is 
left is actually net profit. The 
profits reported by many conceros 
are made up entirely of costs and 
do not include a penny of real net 
profit. Real net profit is the dif- 
ferential] that some companies 
earn, and most others do not. 


Continued on page 38 
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Tomorrow’s 


Markets 
Walter Whyte 
Says — 

By WALTER WHYTE= 


The sharp reactions all over 
the list last week showed the 
effects of minor selling on an 
otherwise thin market. Before 
you read any further, I want 
to say that I don’t think this 
is the beginning of any major 
debacle. A reaction at this 
time is due to a series of 
forces, none of which I intend 
to enlarge upon here. 








Last week I commented on 
the probability that the rails 
were about through making 
like the favorite sons. What I 
didn’t take into consideration 
is that in present day markets 
no one group can go down— 
or up — without some effect 
on other groups. 


Well, so they all went down 
and now there's gnashing of 
teeth and wailing and second 
guessing. Me, I too wish I 
could get a chance at second 
guessing at this stage. I know 
what they did. I wish I knew 
what they’ll do. 


According to Dow’s theory 
we are still in a bull market. 
Stocks can go down consider- 





Pacific Coast 
Securities 


Orders Executed on 


Pacific Coast Exchanges 


Schwabacher & Co. 


Members 
York Stock Exchange 
York Curb Exchange ‘Associate) 
San Francisco Stock Exchange 
Chicago Board of Trade 
14 Wall Street New York 5, N. Y. 
COrtlandt 7-4150 Teletype NY 1-928 
Private Wires to Principal Offices 
San Francisco—Santa Barbara 
Monterey—Oakland—Sacramentc 
Fresno—Santa Rosa 








Neu 


Neu 








SPECIAL CALL OFFERINGS 


© Per 100 Shares Plus Tax @ 
Atlantic Rfgn.@67 4mos. $575.00 
Allied Chem.. @ 58'26mos. 287.50 
Amer. Airlines @11%%6mos. 125.00 
Sunray Oil... @16 G6mos. 225.00 
Eastm. Kodak @ 46426 mos. 287.50 
Phillips Pet. @3815,6mos. 225.00 
Am. Radiator @13 6mos. 237.50 
Pantapec Oil. @ 6! 6 mos. 62.50 
Genl. Motors @52 5Smos. 400.00 
Pack. Motors @ 45% 5 mos. 62.50 
Mid-Cont. Pet.@49 Jan. 287.50 
Mo-K-Tex pfd. @ 44%% Dec. 137.50 
Amer. Smelt. @ 65%% Jan. 287.50 
U.S. Steel... @ 41'% Jan. 237.50 
Southern Pac.@63 Dec. 87.50 
South. R’way @ 46'/, Jan. 87.50 
Y’gst’n Sheet @ 521% Dec. 87.50 
Am. Cyanam. @ 711, Dec. 275.00 
Montg. Ward @ 617% Jan. 325.00 
Ohio Oil .... @39%4 Jan. 2 212.50 


Subject to prior sale or price change 


THOMAS, HAAB & BOTTS 


Members Put & Calis Brokers & 
Dealers Assn., Inc. 


50 Broadway, N. Y. 4, Tel. BO 9-8470 











ably more before a bear mar- 
ket will have been signalled. 
Should they continue to go 
off, the industrials can go to 
197 and the rails to 51 before 
any danger, according to Dow, 
would be in the offing. These 
figures, if reached, would 
mean a one-third retracement, 
which the Dow theory allows 
for. 


I'm not pinning anything 
on this theory or giving it as 
a yardstick for anybody to 
follow. I know that if I 
waited for a _ confirmation 
either up or down, I'd have 
to buy them so close to the 
top, or sell them so close to 
the bottom, that margin 
clerks would have to engage 
in heavy _ correspondence 
with me. 


You may recall that for the 
past few weeks I have not 
recommended specific issues 
by price. I did write flatter- 
ingly about the auto and util- 
ity stocks as groups, but left 
the choice and price up to the 
reader. 


Old readers may have won- 
dered at my caution. It wasn’t 
caution so much as it was in- 
ability to get my teeth into 
any stock I had full faith in 
to give it a wholehearted rec- 
ommendation. 


As I write this the market 
is down. It probably will go 
down some more. But it is on 
sharp breaks that half-way 
decent buys can be made. It 
doesn’t take any guts to get 
aboard when everybody else 
is fighting to do the same 
thing. 

There’s talk that the excess 
profits tax and similar stulti- 
fying taxes will be enacted by 
a Congress called into session 
ahead of time. If anybody be- 
lieves that taxes will remain 
the same they’re daydream- 
ing. If taxes don’t go up in 
the next few weeks, it’ll be in 
the next few months. But that 
doesn’t mean the end of the 
stock market. 

[The views expressed in this 
article do not necessarily at any 
time coincide with those of the 
Chronicle. They are presented as 
those of the author only.] 


New York “Times” Ups 
Sunday Issue Price 


Outside 50-Mile Radius 


In an announcement made on 
Oct. 30, the New York ‘‘Times” 
stated that, because of increased 
costs, the price of its Sunday edi- 
tion would be raised to 25 cents 
in the area outside a 50-mile ra- 
dius of New York City, effective 
with the issue of Nov. 5. The 15- 
cent price within the metropolitan 
area remains unchanged, as does 
the price of the weekday edition. 


Three With Sutro Co. 


(Special to THe FINANCIAL CHRONICLE) 

SAN FRANCISCO, Calif. 
—Robert N. Bloch, C. Joseph Mit- 
chell, and William Piper have 
been added to the staff of Sutro 
& Co., 407 Montgomery Street, 
members of the New York and 
San Francisco Stock Exchanges. 
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Inflation Should Be Stopped 


There is no other way of making 
a net profit except by monopoly. 
But monopoly is unlawful, and we 
have ample legislation and prose- 
cuting services under our present 
system to stop monopoly. 


Wages Are the Most Important 
Factor in Costs 

Among the costs, wages made 
up the largest part. Counting up 
the wages that go into the costs ot 
goods from the production of the 
raw materials, to the final dis- 
posal of the goods ito the con- 
sumers, they make up from 
to 70% of the total price paid by 
the consumer. Incomes of indi- 
vidual proprietors. including farm- 
ers, dentists, attorneys and other 
professional people and_= small 
businesses that are unincorporated 
account for an additional 15% to 
20% of the national income. These 
incomes are wages. This brings 
the total wage bill up to 85% or 
more of the total national income. 
Interest, dividends and rents with 
total profits thrown in, after taxes, 
amount to less than 15% of the 
total national income. 

The amount paid out in wages, 
then, is not only very important 
to the individual concern that does 
the paying, but also to the entire 
economy. Whenever wages go up, 
unless accompanied by similar in- 
creases in productivity, the cost 
of production also goes up. When- 
ever the costs of production go up, 
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Trends in Retail Prices, 


Average Hourly Factory Wages 


prices also go up. 

Wages and salaries should nor- 
mally go up about as fast as the 
rate of productivity increases. 
When wages go up faster than the 
rate of productivity, the effect is 
a cause of inflation just as certain 
an increase in the issue of 
printing-press government money, 
an increase in bank loans tor spec- 
ulative purposes, or an increase 
in credit for the purpose of buy- 
ing luxuries. 

When _ productivity up 
faster than costs, everybody bene- 
fits. More goods become avallable. 
Prices decline and standards of 
living rise 

When productivity 
keep up with rising costs, nearly 
everybody suffers. Eventually 
everybody is penalized. The et- 
fects fall at first most heavily 
upon those whose incomes are 
stationary or fixed. They fall with 
most serious effects upon those 
whose incomes are small. The only 
remedy for this evil of costs and 
wages rising more rapidly than 
productivity is to take steps to 
encourage productivity or to slow 
up wage increases until produc- 
tivity catches up. 


as 


goes 


does not 


A Comparison of the Trends of 
Hourly Wage Rates and Man-Hour 
Productivity Since 1939 
Now let us see what the trends 
have been during the past ten 
years in hourly wage rates and 

man-hour productivity. 
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Average Output Per Factory Man-Heur 
1939-1950 


Index Average 
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of Labor Statistics. 
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Indexes of factory output per 


U. S. Bureau 
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labor costs were compiled by the National Industrial Conference Board. 


Factory wages in 1939 averaged 
64.3¢ per hour. In August, 
they averaged $1.463 per hour. 
This was an increase of 131.1%. 
The average for 1949 amounted to 
$1.401 per hour, or an increase 
of 121.3%. Up to the end of the 
third quarter of 1949 the index of 
factory output per man-hour had 
risen 14.7% above 1939 and the 
index of factory unit labor cost 
had increased 93.3%. 

In the meantime, the output per 
man-hour in the manufacturing 
industries increased 14.7%. Note 
that factory hourly wages in- 
creased 131.1% and factory output 
per man-hour increased 14.7%. 

Factory wage rate trends seem 
to be fairly typical of all wage 
rate movements during the past 10 
years. Increases in retail wage 
rates, for example, seem to have 
been about the same. They have 
more than doubled since 1939. 
The wage rates of transportation 
workers, miners and lumbermen 
have gone up at about the same 
rate. Farm wage rates have gone 
up from 242 to 3 times as much 
as they were in 1939. Therefore, 
the use of the index of factory 
hourly wage rates may be con- 
sidered as fairly representative. 

What has been the effect of the 


wide disparity between wage in- 


1950, creases and man-hour output since 


1939? There can be but one an- 
swer, The answer is very clear. 
Costs have gone up and as a con- 
sequence prices have increased. 
The cost increases have been 85% 
Or more wage increases, un- 
accompanied by similar increases 
in man-hour productivity. Up to 
August, 1950, factory wage rates 
went up 131.1% Prices of goods 
not controlled have also gone up 
100% or more. Increases in costs 
of production, especially wage 
rates, without comparable _ in- 
creases in productivity are the 
causes; the increases in prices are 
the effects. The effect has been 
precisely what one might expect. 
Increases in wage rates, since they 
are the most important factor in 
the costs of production, constitute 
the main cause of our present in- 
flation. Such wage increases are 
the main threat to the future not 
only of the value of the dollar, 
but the future of our whole econ- 
omy. 

The wage earners whose money 
wages have more than doubled in 
the past 10 years have not profited 
as much from their wage drives 
as they thought they would. The 


average worker’s take-home 
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weekly pay at present is nearly 
212 times what it was in 1939, but 
in real purchasing power, because 
of the increases in the prices of 
goods, due to increases in costs of 
production, be it always remem- 
bered, without parallel increases 
in the rates of productivity, is 
only about 25% higher now than 
it was in 1939. They are getting 
more than twice as many dollars 
for the same amount of work, but 
their dollars buy only half as 


mucn., 

A pension of $100 per month 
now buys only $50 worth of goods 
as compared to what it would buy 
in 1939... The last Congress in- 
creesed social security old age 
Insurance payments by 7710.%. 
Even the new total amounts 
received by beneficiaries are 
worth less than they were in 1939 
without the 77% increase. 

A great many wage earners, as 
well as other citizens of this coun- 
try, bought government bonds 
during the war. In 1942, they 
paid $75 for a bond that in 1952 
will repay them $100. That re- 
turn of $100 is worth nearly $25 
less in actual purchasing power 
than the amount paid for the bond 
in 1942. How long do you think 
this government can continue to 
sell savings bonds to the public at 
par if and when it becomes known 
that the purchasers after 10 years 
get less than they paid for them? 

This country now has a very 
high national income as measured 
by dollars. The national income 
in dollars is higher than it has 
ever been before. This income is 
widely distributed. The median 
average income of all of the tam- 
ilies and individuals in the United 
States is about $3,200 per year in 
1949 dollars. This means that 
half of all families and individ- 
uals are getting more than $3,200 
per year. It also means that the 
other half is getting less than 
$3,200 per year, 

About 17% of all the families 
and individuals in this country, as 
of 1949, had incomes of less than 
$1,000 a year. A full third of all 
the families in the country had 
incomes of less than $2,000 per 
year. It is these families and 
individuals who have suffered 
and are now suffering most from 
the present inflation, Bear in 
mind that the 17% of all income 
receivers who got less than $1,000 
per year can oniy buy one-half as 
much goods with this amount now 
as they could in 1939. Do not lose 
sight of the fact that the 34% who 
get less than $2,000 per year like- 
wise can only buy half as much 
With this amount now as in 1939. 
As wages and other costs of pro- 
duction go up and prices go 
higher, their condition will pre- 
sumably grow steadily worse. 

There are many others who 
have been hurt by this inflation. 
There are many fine American 
families and individuals who by 
thrift and management of 
otherwise modest incomes were 
able, in past years, to support 
comfortable even moderately 
well-to-do standards of living; 
who laid savings for sickness 
and Old age, who exercised thrift 
in their own lives so that they 
could give to their children a good 
education and an_ independent 
start in life. These were the 
people who could always’ be 
counted On to help support the 
churches and charities in their 
communities. Now, because 
prices of the necessaries of life 
have doubled during the past 10 
years, these people have been cut 
down to very restricted standards 
of living. Many are in actual 
penury. It is these, together with 
the lower income families and 
individuals of this country, mak- 
ing up More than one-third of the 
entire population, who are taking 
the worst of the rap from the cur- 
rent inflation, 


One wonders what the leaders 
Of Organized labor, or even their 
members, who incessantly drive 


so, 


good 


or 


by 
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for higher wage rates, but who do 
no.hu.gvasge@ur increasing the rates 
of pro..uctivity, tnink apout these 
results. lt is not to be expected 
lu.at they may givweemuch tnought 
to the once thrifty, substanual, 
well-to-ao peopte of this country 
who have been pulled down by 
tne inflation. 

Socialist doctrines have in re- 
cent years so permeated the minds 
of labor leaaers and, indeed, so 
many cf the actual workers, that 
any one having a good income or 
possessing any propery is c.assed 
as a plutociat, an exploiter, a 
fascist, or an “enemy of labor.” 
Anything that cuts down such 
people is usually greeted with 

‘gloating joy. It would be foolish 

to expect any consideration in 
1950 for middle-class Americans 
who may have been weakened or 
ruined by the inflation, in splite 
of the fact that most of the early 
strength of the early labor union 
movement came from just tnese 
people. 

It is even probably too much to 
expect any thought for the lowest 
income groups, the third of our 

‘ population, whose pitiful purchas- 
ing power has been cut in half by 
the wage trends of the last 10 
years, except, of course, to loudly 

. blame some. one else and to urge 
more public relief and more taxes 
to support the relief. 

But how about some thought to 
the effect of these wage policies 
on the future ot organizea labor 
itself? How long do the labor 
leaders think they are going to 
continue to get something for 
nothing? That is a question tha. 
may be fairly asked. It assumes 
no suggestion. that the leaders of 
labor should surrender any sel- 
fishress. It simply is a question 
on how long these trends can con- 
tinue before the bubble bursts. 

It would be worth while io con- 
sider just what has happened 
already to the families of the 
laborers who have run their wage 
rates up so far in advance of their 
rates of productivity. Let us look 
at some of the prices that they 
and their families have to pay for 
ordinary purchases. Has any one 
within the ranks of labor actually 
figured out how these prices 
came to be? 

The newspaper 
cost 2¢, is now 5¢. 

The candy bar is still 5¢. but it 
weighs less than half what it did 
in 1939. By January, 1951, I have 
heard, there will be no 5¢ candy 
bars. They will all be 10c and 
will weigh almost as much as they 
did back in 1939 when they were 
real 5¢ goods. 

White Owl or 
used to be 5¢€ each. 
10¢ each. 

A. hot chocolate 
5S¢. It is now 15¢. 

A bottle of beer of any well- 
known brend could formerly be 
beueht for 15¢. It now gosts from 
25¢ to 30Cc. * 

A pack of Edgeworth smoking 
tobacco formerly sold for 10¢. It 
is now 15c and the weight has 
been cut from 2 ozs. to 11'% ozs. 

A of 
5¢. 

A pair of overalls 
well-known brand 
bought in 1939 for 
now $2.98. 

A good chambray work. shirt 
in 1939 could be bought for 49¢. 
It is now $1.29. 

A pair of men’s shoes of a very 
well known brand used to be 
$3.30. They are now selling for 
$7.45 a pair. 

A p2ir of Fruit of the Loom 
shorts in 1939 sold for 30¢. They 
are now 79¢. 

A white broadcloth men’s shirt 
such as was formerly sold for 
Sunday wear could be bought in 
1939 for $2.50. Such shirts are 
now $4.95-ard more. 

A stancard Cannon sheet. 81 x 99 
count, sold at 94¢ in 1939. Its 
price is now $2.69. 


that formerly 


Phillies cigars 
They are now 


formerly cost 


paper 


rins formerly cost 
It is now 10¢. 


of a 
could 
$1.19. 


very 
be 


It is 


27” Birdseye diapers.that were 
49¢ a dozen in 198 ecamechow $2.69 
a dozen. Rae Ne 
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I am happy to agree with and to 
repeat them. The steps are as 
follows: 


all unjustifiable 


A 9x12’ ail-wool OS 7 ac Oppose 
rug that could be ptirchase “ -increases in retail store oper- 


$29.95 in 1939 now costs $65. 

A 1U-qt. gaivanized pail that 
cost 29¢ In iv3y is now “W3¢. 

A Cnatham 25% wool blanket, 
72° x 84”, with satin binaing, 
whicy in 193% was $5.38 is nUwW 
$7.98. 

Anthracite coal or coke for 
housenoid use tnat used 10 Cost 
dll, is now $21.95 a ton. 

Hundreds of other items, all of 
common use, cOuid be named. All 
cI nem cosi the consumer twice 
vr mcre times as h.uch now as in 
1939. Analyze the reasons tor ti.e 
increases back tnrough the 
procesces Of manufacture and pro- 
uuction of raw materials and you 
will f.nd that 75% to 85% of the 
entire increase in prices is due to 
increased labor costs. 

Just what is the percentage that 
wage earners get out of this infla- 
tion? Isn’t it about time that 
labor economists and leaders gave 
some thought as to where their 
leadership is taking this country? 
Isn’t it about time the working 
men and women of this country 
wake up and tell their leaders 
that they are sick and tired of 
chasing a rainbow that isn’t there, 
that it is neither sound nor right 
to try to get something for noth- 
ing and that the way to increase 
real earnings is to bring up man- 
hour productivity to the level of 
Lourly wage rates? 

The economists of this country 
all admit that we face the menace 
of more inflation, but some of 
them try to sugar-coat the outlook 
by Saying that the inflation will 
be ‘“moderate.” They call it 
“creeping inflation.” Just what 
is a “moderate inflation”? All of 
you, all of the American people 
have lost 50% of the value of their 
dollars in the last 10 years. Does 
a moderate inflation mean that 
in 10 years more you Wiii icse the 
remaining 50%”? At the rate that 
inflation is “creeping” now, it 
could be lost in five years. 

At the outset I stated that this 
address would not be a forecast. 
It is merely a statement of 
z2+2 4. If this inflation is not 
stopped the economy of this coun- 
try will, just as sure as fate, go 
the way that Germany and Aus- 
tria went back in the 1920’s; or the 
way France and Italy have gone 
since the 1930’s. Whether it will 
be stopped, or not, I do not know. 
I can only express a hope that it 
will be stopped. I am sure that 
it can be stopped. It will be 
stopped, but only if the people of 
this country, business, labor and 
agriculture, will make it. stop. 
Organized labor has shown no 
sign of any intention, so far, to 
stop it. I am not even sure that 
all businessmen want it stopped. 
Playing with more and more dol- 
lars is exciting fun. Playing ,awith, 
inflation is almost as ‘start: ‘as 
rocking a boat full of kids 
on a Sunday School picnic. 

The remedy for inflation is 
simple, but it is harsh. The rem- 
edy is to stop its causes. Stop- 
pirg an inflation is partly an 
individual problem. The respon- 
sibility rests heavily upon all. 
In my opinion the responsibility 
begins with businessmen, farmers, 
professional men and workers. 
The first step is to elect and keep 
men in Congress who will see that 
the government performs its part 
of this responsibility. The need 
for action is now. 


A Course of Action Will Stop the 
Inflation 


On Sept. 28, the Board of Di- 
rectors of the National Dry Goods 
Association drew upd a program 
urging all retailers to accept their 
full stare of responsibility for the 
current inflationary trend and 
urging them to avoid all acts 
which could cause further infla- 
tion. The positions take are all 
sound. The thinking is excellent. 


out 


ation, 


(2) Resist unwarranted price 
increases in purchases of mer- 
chandise and suppties from any or 
ail resources. 

(3) Insist upon delivery of al! 
contirmed and accepted orders at 
prices agreed upon when such 
orders were placed. 

(4) Irsist upon the naming of 
firm prices when merchandise 
oraers are nlaced and reiuse to go 
along with blank-check buying. 

(5) Avoid all statements in ad- 
vertising whica may prompt con- 
sumers tO buy more merchandise 
than they need. 

These tive propositions complete 
the published statements of the 
NRDGA. To these I would like to 
add a few more on my own. 


(6) Steps have abhready been 
taken for a further extension of 
credit controls beyond Regulatien 
W, established Sept. 8. The new 
controls becoming effective Oct. 
12 are known as Regulation X, 
covering purchases of housing. 
These controls are effective and 
necessary. They release materials 
for defense production and they 
reduce consumer spending. This is 
necessary until production catches 
up with wage rates. Credit con- 
trols may need further tightening. 
The Board of Governors of the 
Federal Reserve System should be 
commended and encouraged by 
retailers as well as by others for 
taking these steps and for laying 
down reasonable controls so long 
as the present difficulty with 
Russia continues. 

(7) Price controls seem immi- 
nent. Businessmen and all other 
citizens should insist on - wage 
ceilings, not merely stabilization, 
at the same time. Let us not have 
a repetition of what happened in 
1942 when price controls, includ- 
ing a roll-back, went into effect 
in April, but wages were not put 
under any controls until six 
months later. In the meantime, 
while prices were being con- 
trolled, wage rates increased 17%. 
That was an unfair and tricky 
discrimination which has never 
been corrected. It should not be 
forgotten, Price and wage con- 
trols do not work perfectly. We 
would be better off in the long 
run without them, but the one 
without the other would not only 
be unfair, but unsound and even 
dishonest. 

(8) There must be increases in 
taxation. The government needs 
more money and the co!lection of 
taxes will restrain private spend- 
ing. But increases in taxation 
should be accompanied by sharp 
reductions in government spend- 
ing for all civilian purposes. You 
don’t stop inflation by reducing 
your own spendings and by turn- 
“img your money over to the gov- 
ernment which, in turn, spends 
like a drunken sailor. 

(9) There are bound to be in- 
creases in income taxes and there 
will undoubtedly be some form of 
excess profits taxes. The _ in- 
creases in income taxes are 
inevitable. Through such taxes 
tne costs of government should be 
shared by all. It is not possible 
to agree so readily to the pro- 
posals for excess profits taxes. 
All corperation taxes constitute a 
double tax upon stockholders. 


There is, however, the possi- 
bility of an excess profits, or 
rather an excess income tax which 
has not yet been tried, but which 
seems to have merit and deserves 
to be considered. Let the govern- 
ment collect every penny of all 
increases in net incomes of all 
kinds that have come inte ex- 
istence or accrued since June 25, 
1950. There should, of course, be 
some exceptions, such, for ex- 
ample, as increases in wages due 
to increased rates of productivity, 
and increased profits in fair pro- 


portions due to increased exten- 
sions of piant or equipment. All 
other incomes, as they were up to 
June 25, would continue to be 
subject to the usual normal rates 
ot taxes, but tne increases in 
income since that date, that is, all 
increases resulting trom the war 
in Korea, winafalis not ascribabie 
to normal conaitions, but wnica 
might be described solely as a 
result of “an act of Stalin,” 
should be collected by the gov- 
ernment and giaaly paid over by 
tneir recipients for the support of 
the detense of this country until 
Stalin has been put in his place. 
I realize that this proposal may 
not have -mucn political appeal in 
some quarters, but I submit it for 
your consideration. 


(10) This country faces the 
need for substantial increases in 
military preparation. There seems 
to be no other way in which to 
save ourselves and others from 
the controls of totalitarianism. In 
extending our military provisions 
we must make sure, however, that 
we do not pave the way for per- 
manent central controls Over our 
economy. Every move taken by 
this government during this pe- 
riod of emergency to strengthen 
national defenses deserves our ut- 
most support, but every move 
should also be watched by every 
citizen to make sure that when 
the emergency has been passed it 
may be possible again to resume 
our full individual liberties ana 
our ordinary way of life with as 
little additional governmental re- 
striction and control as possible. 


(11) In the next session of Con- 
gress the effort should be begun, 
even if it cannot be completed, to 
repeal the Wage and Hour Act. 
This Act contains provision for a 
minimum wage which has been 
used as a lever Or engine in rais- 
ing all wage rates throughout the 
entire national structure without 
relation to productivity. The 
present minimum wage 
75¢ gives legal, even if abso- 
lutely uneconomic justification for 
every higher wage rate demanded 
by labor at the present time. If a 
poor, untrained, unskilled, least 
desirable, marginal worker must 
be paid 75¢ per hour, then an 
employee who is twice as pro- 
ductive, and there are millions 
wno are, is worth $1.50 per hour. 
The logic of the minimum wage 
goes up through the entire wage 
structure. 

An increase of the minimum 
wage rate to $1 per hour, as pro- 
posed by the CIO, would justify 
another 3313% increase in wage 
rates throughout the entire wage 
structure. While such increases 
bear no relation to productivity, 
they aifect all wage rates because 
of differences in workers. The 
effects of the minimum wage 
have been insidious and almost 
wholly harmtul. 

Similarly, the limitation of 
hours of work to 40 per week, 
with a penalty overtime rate of 
time-and-a-half for overtime is 
thoroughly bad, particularly at 
such a time as this. This provi- 
sion was passed by a Congress 
that wanted to spread work. 
There were then over 10,000,000 
unemployed. It was believed that 
shortening the hours of work for 
all would increase the number of 
jobs. 

This provision placed a serious 
restriction upon the most impor- 
tant resource this nation pos- 
sesses, the labor power of its 
people. This restriction cost the 
people of this country several 
billions of dollars for overtime 
during World War II. It will cost 
the people of this country many 
added billions of dollars in the 
years ahead unless steps are 
taken, and soon, to repeal this 
unsound provision. 

It is a pleasure to note that one 
of the most powerful employer 
groups in this country, the Amer- 
ican Mining Congress, the nation’s 
leading mining association, took a 
position on Aug. 30, demanding 
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that Congress abolish the 40-hour 
work week. In an address tnat 
followed the passage of this reso- 
lution, Congressman Graham A. 
Barden, of North Carolina, who 
is Chairman of the Labor Com- 
mittee of the House of Represen- 
tatives, warmly praised the reso- 
lution. Both the American 
Mining Congress and Congressman 
Barden deserve the deep apprecia- 
tion of all American citizens for 
pioneering this stand. This limi- 
tation on the hours of work 
should be wiped out. It has been 
a costly mistake. It is even to be 
seriously doubted whether man- 
hour productivity will ever again 
catch up with the trend of hourly 
wage rates unless both the mini- 
mum wage and maximum hour re- 
strictions can be neutralized. This 
calls for the outright repeal of 
this foolish law. 


(12) This country grew, pros- 
pered and became powerful in 
the faith, dignity and responsibil- 
ity of every individual for carry- 
ing his own load, for producing 
enough for himself and his de- 
pendents without asking for or 
expecting others to carry this 
load for him. Short hours, fre- 
quent holidays, strikes, slow- 
downs, early retirement and other 
forms of loafing have never added 
anything to the economic struc- 
ture of any country. They were 
not a part of the economic foun- 
dations of this country. They do 
not now contribute any strength 
to our people or to our nation. 
Neither do they add anything to 
the self-respect and satisfactions 
of life of any individual. Our 
national philosophy should be to 
develop self-reliance, to continue 
to secure greater production, to 
earn better wages in return for 
greater productivity, to secure 
lower rather than higher prices, 
and to earn a better standard of 
living not for just a few, but for 
all. 

This presentation has been seri- 
ous, but it would be a gross error 
to assume that it is pessimistic. 
It is my considered opinion that 
this inflation can be stopped. 
Therefore, this and every other 
discussion of the subject leads 
simply to a clear call for much- 
needed action. During the past 
few years this country has lost 
ground. We may lose more. But 
the ground can be recovered. But 
to do so it is first necessary to 
make up our minds. In doing so 
we will find that there are mil- 
lions of other people, not only in 
business and agriculture, but also 
in the ranks of labor, even organ- 
ized labor, who are doing the same 
thing. Many of them are mad 
enough right now, at the way 
things are going, to take off their 
coats and to fight the causes 
of inflation. The mathematical 
probabilities are opposed to a con- 
tinued inflation and on the side of 
what is in the public interest. It 
is unthinkable that the majority 
of the citizens of this nation are 


going to take the current trend 
towards more and more inflation 
lying down and doing nothing 
about it. It is unthinkable that 
those who are trying foolishly, 
unwillingly or intentionally to 
smash our monetary system are 
going to get away with it. It is 
the solid citizenry of the country, 
its business people, its tradesmen, 
its farmers, its professional people 
and its bona fide workers; all, in 
fact, who know that they can’t 
get something for nothing, who 
can and will stop it. 


Louis McClure Opens 


TAMPA, Fla.—Louis C. McClure 
has opened offices at 236-308 
Tampa Street Building to engage 
in a securities business. Mr. Mc- 
Clure was formerly local Man- 
ager for Wm. S. Beeken Co. 
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in di c ati Oo rr Ss of Cc urrent The following statistical tabulations cover production and other figures for the 


latest week or month available. Dates shown in first column are either for the 


a 
Business Activity week or month ended on that date, or, in cases of quotations, are as of that date: 


si - Latest Previous Month Year Latest Previous Year 
AMERICAN IRON AND STEEL INSTITUTE: Week Week Ago Ago . rhe Month Month ane 
Indicated steel operations (percent of capacity) 102.4 102.6 101.2 3.2 AMERICAN TRUCKING ASSOCIATICN— 
Equivalent to— , Month of Augus 
Steel ingots and castirgs (net tons)__-~~~- ; I 1.975.000 1.978.900 1.951.900 162.000 Nuinbe r of motor carriers reporting 205 295 
Volume of freigitt tran*porier itons) 815,152 4.019.647 
AMERICAN PETROLEUM INSTITUTE: 


Crude oil ard condensate output — daily average (bbls. of 42 ai oy = ae ae ee 
galions each) -Oct. : 5,902,200 5,661,750 5,894,050 5,07 —U. S. DEFT. OF LABOR — Month of 


Crude rurs to stills —daily average (bbis.)____- : te 16,072,000 6,124,000 5,982,000 August 1000's omitied:: 
Gasoline output (bblis.)__-_- -------- -- --~-- - Ict. 2 20,299,000 20,090,000 19,726,000 18 246'000 All building construction 265 ‘ 060.627 
Kerosene output (bbls. )——— ; en perme £2 2,276,000 2,366,000 2,355,000 2,030,000 New. residential __ : ee ” £640.176 
| sw Soe - — fast i output (bbls. ) mi anardian myer aaa coins EGS 6 8,253,000 8,374,000 7,816,000 6,856,000 New nonresidential 299 °3 ©308 622 
Residual fuel oil outpu 8. ).--.-- t. 2 8,690,000 6,426,000 8,556,000 7,609 00% nk hkannhe aac 111220 
Stocks at refineries, at bulk terminals, in transit and in pipe lines— Pct. Bo ’ Additions, alterations, ete : 111,829 
a ane pe a ag gasoline (bbis.) at , nonnnhnnt, 2% 105,670,000 103,807,000 104,739,000 102,990,000 | (@TTON AND LINTERS — DEPT. OF COM 
ene nis catind <n nee OE. 28,612,000 28,555,000 27,632,000 28,340,000 MERCE—RUNNING is: = 
: 8,612, 555, 632, MERCE—RUNNING BALES: 
Resi S tool distillate fuel oi} (bbls.) at---. mane 62,846,000 60,959,000 75,073,000 89,030,000 Lint—Consumed month of Sentember 307,840 708,623 
Residual fuel oil (bbis.) at__---.---_- --- peor wasn: BS 44,011,000 42,826,000 42,319,000 69,673,000 In consuming establishments as of Sept. ; 237 815 144 250 745 482 
In public storage es ot Sept 30 890,637 .568,889 6,134,012 
ASSOCIATION OF AMERICAN RAILROADS: Oct. 21 890,990 888,559 870,196 589,083 Linters—Consumed month of Scptember 23,085 149,279 142,093 
Revenue freight loaded (number of cars). ee, eS 726.423 27.383 725 840 513.998 | In consuming establishments ax of Sept. ‘ 9,785 151,425 222,064 
Revenue freight received from connections (number of cars)____ In public storage as of Sept. 30 9,389 37,119 49,027 
Cotton spindles active as of Sept. 30 29,609,000 20,540,000 19,976,000 
CFEVIL ENGINEERING CONSTRUCTION — ENGINEERING NEWS- COTTON GINNING (DEPT. OF COMMERCE): 
RECORD: Running bales ‘exclusive of linters! prior to 
Total U. 8. construction__-_-___- emia macanicaedl j t $245,105,000 $260,750,000 $244,811,000 $135.843.000 Cctober 128 
Private construction ~~. __- 0 ened - t.2 147,755,000 183,265,000 130,015,000 2,662,000 
Public construction bial ’ ct. 2 97,350,000 77,485,000 114,796,000 3,181,000 | COTTON SPINNING (DEPT. OF COMMERCE): 
State and municipal__-____~_ . Kanenegubong = 2 40,135,000 72,659,000 104,382,000 55,487,000 Spinn.ng spindles in place or Sept 30 23,070,00C 23,031,000 
Federal —_. : ae Ste +t: 2 17,215,000 4,826,000 10,414,000 ,694,000 Spinning spindies active on Sept 30 0,600,000 20,540.000 
Active spindle hours (900s omitted) Sept 860,000 9,711,000 
COAL OUTPUT (U. 8. BUREAU OF MINES): Active spindle hours per spindle in place Sept 515.9 516.7 
Bituminous coal] and lignite (tons) . ing -Oct. 2 11,750,000 ‘ , 11,410,000 2,471,000 , a a ——s yee , 
Pennsylvania anthracite (tons)-_. daecaiis ome - 984,000 . ‘ 955,000 231,000 DEPARTMENT STORE SALES—SECOND FED- 
Beehive coke (tons)__---_- ~---Oct. 2 146,500 2, 126,600 2,400 iin aiken. a: phe gene 
LSE J A? N. -_— H35-P3! 
AVERAGE 100—Month of September 
DEPARTMENT STORE SALES INDEX-—-FEDERAL RESERVE SYS- Sale average monchl: tnadjusted 
TEM—1935-39 AVERAGE--100 . ce ae - 205 32: 322 296 Sales taverage daily) unadjusied 
Sale ‘average daily easonally adjusted 
EDISON ELECTRIC INSTITUTE: ee a 
Electric output (in 000 kwh.) se owe .--.Oct. 2¢ 6,562,518 502,5 503,008 5,432.75: = ers. Seana 


4.839.406 7,598,405 


EMPLOYMENT AND FAYROLLS—U. 8S. DEPT. 
WAILURES (COMMERCIAL AND INDUSTRIAL) —DUN & BRAD- OF LABOR—REVISED SERIES—Month of 
i a id bs Oct. 2 j 5 148 ‘ Augu 
All manufacturing ‘production workers 5 789,000 2,148,009 561,000 
Durable goods 892,000 ,597,000 5,948,000 
KRON AGE COMPOSITE PRICES: Nondurable goods 5,897,000 551,000 613,000 
Finished steel (per Ib.)_-~~ “ 2 3.837¢ 3.837¢ 3.837¢ . Employment indexe 
Pig iron (per gross ton)____ ; ; Oct. 2 $49.36 $49.36 $48.80 S 5 All manufacturing 156.1 148.3 141.1 
Gcrap steel (per gross ton)__--- — . -~ st. 2 $40.67 $40.67 $40.67 $25.58 Payroll indexe ; 
Ail manhulactulring 394.0 367.4 323 
Estimated number of employ 
turing industries 
All manufacturing 5,444,000 .771,000 
Durable gcod 6,292 ,00C .976,000 


WIETAL PRICES (E. & M. J. QUOTATIONS): 
Electrolytic copper— 
Doinestic retinery at 2% 24.200¢ 24.200c 22.600c 
Export refinery at__ cea basi ea ot. 2 24.425c¢ 24.425¢ 24.425c 
Straits tin (New York) at__- hao y _ . tt. 2 118.750c 113.250c 104.000c 
Lead (New York) at__..___-_-~- iets ee ‘ ct. 2: 16.000c 16.000c 16.0uUuc 
Lead (St. Louis) at-.____ eas . wale : 15.800c 15.800c 15.800c 
Zinc (East St. Louis) at__- nA : . , anne { 17.500c 17.500¢ 17.500¢ 


14,000 
7,302,006 
12,000 


1 
3 
Nondurable yood ,152,000 795,001) 8 


FABRICATED STRUCTURAL STEEL (AMFRI- 
CAN INSTITUTE OF STEEL CONSTRUC- 
TION)—Month of September 
Contracts closed (tonnage) ——estimeted 249,315 259.015 
MOODY’S BOND PRICES DAILY AVERAGES Shipments ‘tonnage)—estimated 155.960 180.244 
ion aueaels ees aa 4 aoa hae ye 22 | INTERSTATE COMMERCE COMMISSION— 
Aa I 119.41 119 #1 "ne Index of Railway Employment et micdle of 
118.40 118.60 September (1935-39 aycrage-—i0C) 
114.06 hauv.ct P ° ioe aii _ , : aaneiiigen viepen 
A os oe 109.06 109.06 ; 5 LIFE INSURANCE PURCHASES — INSTITUTE 
Railroad Group ___ a nee ; x tt.” 9¢ 111.25 111.62 OF LIFE INSURANCE Month of £ept 
Public Utilities Group__.____- ee Mi ee , Ri 5.63 115.82 116.02 561 (000's omitted) 
Industrials Group —_-_..._-- ad c =e ™ mae : c 119.00 119.00 9.2 Ordinary $1,447,060 $1,765,000 ,095,000 
Industrial 391,000 393,000 384,000 


Grou} 546,000 341,000 239,000 
“MOOD Y’S BOND YIELD DAILY AVERAGES: oar ’ 


U. 8S. Government Bonds 


Average corporate Total $2,364,000 2,519,000 51,718,000 
e OT pp a 
Aa Seen 


MOTOR VEHICLE FACTORY SALES FROM 
PLANTS IN U. 8S. (AUTOMOBILE MANU- 
FACTURERS' ASSOC.!—Month of Sept 
Total number of vehicies 722.81: 818,092 
Number of passenger cars 516,827 682,782 
Number of motor trucks 5,562 134.853 
Number of motor coaches 423 457 


W WN NN t& 


Railroad Group Sisal litte dahon th 
Public Utilities Group_________ consumes as a 2. BE , 
Industrials Group —.--..--__~_- = i = ; 4 ai t3 ‘ 2.7 - hs 69 


00 ’ . : ° we = mes NEW CAPITAL ISSUES IN GREAT BRITAIN— 
ERSCSE'S COMMODITY INDEX ; = , 461.0 359.0 MIDLAND BANK, LTD.—Monti: of Sep! °7,625,000  £9,418,000 
WATIONAL PAPERBOARD ASSOCIATION: armen os ene —— ileal 
Orders received (tons) Seaiisietaecsni _. Oct. 2 196,550 231,41! 219,191 195,662 a ee yp aa HANGE—As of Sept 
—_ 926° ne ane 4 pa 30 | ; 0 d) 
AA ene wet ps ga Ferme . . Axa : a t. 2 a ~<a “ee —— Member firms carrying margin account 
Unfilled orders (tons) at__ r , 7 4 ete t. 2 715.451 52.556 ‘ 411.834 Total of customers’ net debit balances 31.2% .230,515 
’ : i ae Sd err q ‘ , : May Credit extended to customers 22 23:5 126,455 
Cash on hand and in banks in U. S. 333,65: 340,951 
@IL, PAINT AND DRUG REPORTER PRICE INDEX—1926-36 ag Total oi customers’ ire credit bulence 137,698 o58.070 
AVERAGE=|100 RE Le Ia rag eae, ne oe *t. 2 38.2 37.5 37 2 Market value o ist 2c share 3,38 9,095,074 
Market value of listed bonds 724 25,256,745 
@TOCK TRANSACTIONS FOR THE ODD-LOT ACCOUNT OF ODD- Member borrowings on U. S. Govt. issues 204 162 178,352 
LOT DEALERS AND SPECIALISTS ON THE N. Y. STOCK Member borrowings on other collatera!) 678,754 663.647 
EXCHANGE—SECURITIES EXCHANGE COMMISSION: eRe ata: m 
Odd-lot sales by dealers (customers’ mane — een ae A Saag gute ~— ee ye 
Humber of orders__. 29,404 39,129 30,825 19,568 AND LOAN INSURANCE CORPORATION 
Number of shares—Customers’ total sales______- , a 892,150 1,182,139 946,45: 584,233 —iihentie of autrest (1000's omitted! : ’ 
Dollir value - : we , sete t. $38,308,776 $52,921,967 $42,115,213 $21,872,404 Savings na coed atedelehinne =e 
Odd-lot purchases by dealers (customers’ sales )— Insuramee companies... 
Number of orders—Customers’ total sales : 31,155 42.548 35.401 2° 42] Banks and Trust companic 
Customers’ short sales ; ; i: , 296 314 451 a Mutua! Savings benk 
Customers’ other sales oe ete asinaied . 30,229 42,234 34.950 29 957 individuals 
Number of shares—Customers’ total sales ' — 889,993 233.440 1.024.499 628 29 ) Miereliancou néine 
Customers’ short sales _ vie ie Bis . $.457 12.011 "16.032 6 069 a pe .— 
Customers’ other sales = } 881,536 ,221,429 1 008,467 22'923 Total 
Dollar value . . tilde , d $34,568,564 $48, 142,457 $39,598,731 2 : 
Round-lot sales by én ; SELECTED INCOME ITEMS OF U. 8S. CLASS I 
Number of shares—Total sale - --- ; 309,460 396 ( RYS. (Interstate Commerce Commission) 
Ghort sales 309, 396,460 344,910 Month of July ? . 
Other sales — . : P 309.460 396,460 344.910 9 720 Net railway operating income $53 ae _ $+ ron $ 
Round-lot purchases by dealers , ~— aaa ett 264 1 STL 
> shares ate —_ , F tal come 612,50 < 
ee SS anaes... ; as 278,440 379,880 293,560 ¢ ( Miscellaneous deductions from inecm«s 3 635,424 
Income available for fixed charge ),976.940 
WHOLESALE PRICES NEW SERIES — U. 8S, DEPT, OF LABOR— ROGERS OftOT FKOR Share 1,696,249 
1926—100: Other deduction 3.976 2 J 
All commoditie: Lan A) eel ae 24 os a adhe mag age gS ee NP ~~ 798 997 
a - Amortization ol d “ease 1 roject 334,249 
Savosteck ' Federal ineomne taxe 452.255 
Foods | Dividend appropriation 
Meats i On common. stock 710.C68 
ate On preferred stock 5,552.444 
All commodities other than farm and foods__- matte of ineame te fixed charaes > 75 
Textile products 5 E i tiemes ae _.. Oci es ‘ ‘ 
Puel and lighting materials______ en aes t. 2 co iggy O1.: 38.0 TREASURY MARKET TRANSACTIONS IN DI- 
Metals and metal products__ Toe es { =o 4 neg ~ 0 RECT AND GUARANTEED SECURITIES 
Building materials eee t. rh Pr rtd OF U. S. A.—Month of September 
Chemicals and allied produc ts ta Es 9 : <o1.% <l.. 8.4 Net sales $2.000.000 
*Revised figure. {Includes 464,000 barrels of foreign crude runs. ain aJ.< ‘ Net purchase 
*Revised. 
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“Where Do I Go To 
Invest My Dollars?“ 


they offer the living trust, which 
can be directed to include com- 
mon stocks, and may be given dis- 
cretion to make transactions, 
either in whole or in part. These 
funds may or may not be com- 
mingled in the bank’s common 
trust fund, the advantage there 
being more constant and authori- 
tative supervision and diversifica- 
tion of issues in lieu of concen- 
trating in the safe bonds. There 
is no minimum if it is a legitimate 
trust. The charges are set by law 
reasonably on a sliding scale. 

The advantages of the above- 
mentioned trust services are the 
managers’ experience, collective 
Knowledge, composite experience; 
their impartiality should family 
disputes arise; and their fi- 
nancial responsibility under gov- 
ernment supervision; and their 
remuneration by fixed fee and 
not geared to the number or kind 
of transactions for the customer, 
as in the case of brokers and 
dealers. 

Disadvantages of such fiduciary 
services include:—their over-con- 
servatism, reducing yield from 
riskless securities, because of fear 
of their own liability—moral 
well as legal—should there be 
capital lo This inhibition also 
applies to their choice of common 
stocks, which I would call the 

Window dressing” evil, forced by 
the public on anyone handling 
other peoples money. In other 
words, if I, investing your money 
for you and subject to your con- 
tinuing scrutiny, have the choice 
between buying a popular Blue 
Chip like American Telephone, or 
“X”’ company which is not in 
style but offers much better value; 
I am tempted to choose Telephone 
zrrespective of its price; because 
if it goes down 20 points I am 
“in the best company,” while if 
“xX”? company has even a tempo- 
rary loss, I will probably be 
forced to make embarrassing and 
seemingly complicated excuses. 

Here is one of the places where 
your obligations, which I men- 
tioned at the outset, come in. 
Don’t further this window-dress- 
ing trend. Encourage your ad- 
viser and trustee to pursue long- 
term investment and value-ap- 
praisal methods. Don’t worry him 
over short-term market fluctua- 
tions. Remember: — value is a 
different thing from day-to-day 
market price. 


as 


Investment Counsel 

A comparatively new arrival in 
the investment advisory field — 
and with a distinctly professional 
attitude—is the investment coun- 
sel. The counsel gets his major 
income from managing accounts, 
through the giving of advice as to 
the investment of funds on the 
basis of the individual needs of 
each client, without engaging in 
other activities as brokerage, 
banking or distributing services. 
Their compensation is by a fixed 
annual fee, usually ‘4% of 1%, 
without regard to capital appre- 
ciation or other results achieved, 
and—a great advantage—his re- 
muneration is not related to the 
client’s activity—in contrast to 
the brokerage commission system 
where the fees are dependent di- 
rectly on the account’s activity. 

The investment counsel system 
has the further advantage of 
working out for each client a 
complete portfolio adapted to his 
own peculiar needs — instead of 
disjointed and sporadic advice 
about individual issues without 
regard to the specific needs of the 
individual. 

One catch to the engaging of 
counsel is its limitation to the 
upper bracket individuals. Most 
counsels have a minimum of 


$109,000 on accounts that aie ~«- 
ceptable, with some excep i.ns 
down to $50,000. - 

Here again with counsel is it 
particularly necessary for the cli- 
ent to let them behave properly— 
that is, to take the long-term at- 
titude stressing preservation of 
capital with satisfactory income — 
and not to become restless be- 
cause Aunt Susie or Cook has 
made 1,000% from a hot tip from 
her ‘“‘smart” broker. 

Don’t confront your adviser 
with the Hobson’s Choice of either 
acting like a stupid speculator, 
or else losing you as a client! 


The Customers’ Broker 

Advising as to your choice of, 
and relationship with, a broker to 
handle your stock exchange busi- 
ness is no doubt the most difli- 
cult part of my assignment. 

A main difficulty facing you 
here is not within your province, 
but stems from the very nature of 
the brokerage industry. In order 
to buy or sell an Exchange-listed 
security you must entrust your 
order to a member of that Ex- 
change, and practically his sole 
remuneration is derived from the 
commission which is chargeable. 
Excepting for variations in ac- 
cordance with the market price of 
the respective stock, such 
missions are uniform—being the 
same alike for an order given 
through a single two-minute tele- 
phone conservation, and perhaps 
along with other orders, or on the 
other hand after getting the bene- 
fit of generous advice and per- 
haps a complete statistical analy- 
sis. 

Brokers being human _ beings, 
this commission system poses the 
danger of encouragement to over- 
trading, as well as of neglect of 
the individual’s over-all invest- 
ment needs. Also, brokers seem 
to have what I'd call an “occupa- 
tional bias’”’ against recommending 
the sale of stocks. 

However, despite the ‘flat’ 
commission system, today’s brok- 
ers are more and more making 
available the results of careful se- 
curity analysis on both individual 
company and industry-wide bases, 
and preparing special reports to 
customers, on request without 
charge. Also, many brokers main- 
tain special departments for as- 
sisting their customers with their 
investment and tax problems. 
Usually these services too are 
given without cost, particularly 
when the customer transacts his 
business with the respective 
broker. However, in some cases a 
charge for continuing advisory 
service is made —against which 
commissions may be credited—to 
insure the broker’s objectivity—in 
line with the fault in the com- 
mission system which I have 
just mentioned. 

‘How shall I choose my broker” 
remains, I fear, the $64 question— 
even more so than which doctor 
or lawyer to call in on your case. 


CoiMm- 


First a few affirmative sugges- 
tions: 

Get a panel of names of at 
least a few reliable and well- 
equipped brokerage firms, from 
your bank, your accountant, 
your lawyer, or perhaps from an 
advertisement in a_ financial 
journal. 

Make sure he possesses an 
adequate staff for security an- 
alysis and advice on portfolio 
management. 

Use empirical trial-and-error 
among your prospects. 

Treat your broker as a pro- 
fessional adviser. That is, don’t 
expect him to “beat the market” 
or out-do other brokers in (sup- 
posedly) making market profits. 


Encourage your broker or 
adviser to preserve a long-term 
investment attitude, emphasiz- 
ing income, and to pursue val- 
ue-appraisal methods toward 
individual issues, in lieu of the 
indoor sport of out-guessing the 
crowd as to future market 
movements. In other words, let 
him behave. “It is as important 
for the customer to behave him- 
self as it is for your stocks to 
behave themselves.” 

Equip yourself with the 
knowledge at least sufficient to 
check whether his analysis de- 
partment is pursuing sound 
methods. 


Now for a few don’ts— 


Don’t get quotations from him 
during market sessions. 

Don’t look to him to “‘beat-the- 
market’—in faci, don’t let him 
gg 

Don’t tempt him to cater to your 
emotional foibles. 

Don’t get upset because your 
friend has made 50 points in a 
stock that you don’t own. Re- 
member J. P. Morgan’s consola- 
tion for you: “Don't run after a 
trolley car or a beautiful woman; 
there will be another one along in 
a few minutes. So with se- 
curities.” 

Don't stick with him only be- 
cause of friendship. Other things 
being equal, friendship will be de- 
termining: if they are not equal, 
only you, yourself can determine 
the relative importance to you of 
friendship and ability. 


The Investment Banker 

The lay investor has no need to 
deal directly with the investment 
banker. Remember that in the 
case of new issues the underwriter 
has a personal stake in it which 
may tend to color his advice; and 
second, that the majority of new 
issues are offered at periods of fa- 
vorable—that is high-level—mar- 
ket conditions, which is the wrong 
time of the cycle in which to in- 
vest. 

The Dealer 

How to deal with a dealer may 
be important to you. His salesman 
may call on you to sell you over- 
the-counter securities ranging 
from little-known industrial com- 
panies to the highest grade bank 
and insurance companies, and 
particularly now, mutual funds. 

While their off-the-exchange lo- 
cation frequently affords greater 
value-gaining properties to such 
issues, they are more suitable for 
the expert than the uninitiated in- 
vestor. In the first place, more 
information is usually available to 
you on exchange-listed securities; 
and secondly, when the dealer acts 
as a principal, as he usually does, 
the price contains a greater ele- 
ment of uncertainty. 

These elements can be taken 
care of to great advantage by the 
initiated. 


The Investment Trusts 


Discussion of the dealer’s func- 
tioning, and also because it con- 
stitutes one of the major direct 
media for taking care of one’s 
funds, now makes appropriate de- 
scription of the so-called “invest- 
ment trust’—now called the in- 
vestment company or mutual fund. 
Its importance is evidenced by the 
qguintupling of the size of the 
open-end funds to assets of $2 
billion over the last decade, and 
their increasing legitimization by 
being made acceptable for trust 
funds. This audience particularly 
will be interested to know that 
women comprise the majority of 
the stockholders of many of the 
major funds. 

What actually is an investment 
company? Generally speaking, it 
is a trust or a corporation en- 
gaged in the business of manag- 
ing investments for other people. 
It does not put its funds into the 
direct ownership of goods or com- 
modities, but instead into the 
liquid stocks and bonds of other 
companies. The investment com- 
pany manages these securities— 


in the manner of a pool—for the 
benefit of its own shareholders, 
who participate pro rata in the 
income and capital profits which 
result from the trust’s manage- 
ment. 

These investment companies are 
broadly classified into two types, 
closed-end trusts and open-end 
funds. 

The chief difference between 
the two is that the stock of an 
open-end fund is continuously 
being offered for sale and will be 
bought in by the company, if the 
stockholders request it, at its 
actual value at that time, and this 
value is now computed twice daily 
on each business day. 

On the other hand, the closed- 
end company has a fixed number 
of shares outstanding—and if you 
wanted to dispose of your shares 
you would sell them, not to the 
company, but to another individ- 
ual at the best price you can get 
—usually on an Exchange. 

Some of the trust’s advantages, 
particularly to the small inexperi- 
enced investor, are as follows: 

Diversification — helps avoid 
the fault of putting all his eggs 
in one basket. 

Expert management 
cialists. 

Objectivity—this even an ad- 
vantage to the expert individ- 
ual—under the principle 
as a doctor not treating himself, 
because of the emotional inter- 
ferences. 

Takes care of investing order, 
through issuing a single check, 
quarterly, and providing safe- 
keeping, instead of the individ- 
ual’s worrying over a lot of odds 
and ends. 

This phase is a particular ad- 
vantage to elderly people who 
want to put their affairs in good 
order for their heirs. 

Offers regularized accumula- 
tion plans to build up an estate 
or a children’s education fund. 

Some of these plans enable 
the investor to put in a small 
amount each month, and rein- 
vest and compound the divi- 
dends as they go along. 


by spe- 


same 


Now for some of the caveats 
that you must use in your atti- 


tude toward the funds. 


In the first place, what fund 
or funds to choose? The best 
method would be to equip your- 
self to judge them, on the basis 
of integrity of the trustees, the 
investing ability of the manage- 
ment as revealed by past per- 
formance of not only profits 
achieved, but the regular an- 
nual income record, If you do 
not have this knowledge, get 
the opinion of a bank officer, 
customers’ broker, or dealer. 

Realize that although trust 
operation is regulated by the 
Investment Company Act, by 
the SEC and by State Blue 
Sky Laws, and they insure the 
disclosure of full information, 
the law of course can give no 
guaranty of safety or good 
management. The cash-in-priv- 
ilege does not insure your full 
investment back without loss, 
but merely your proportionate 
share of the market’s changing 
valuation of the trust’s assets. 

Remember that there is usu- 
ally a buying charge you must 
pay—ranging up to 9% of the 
trust’s asset value—when you 
acquire the shares. Remember 
that you will lose this 9%— 
equivalent to about two years 
investment income if you 
switch to another fund, or 
otherwise cash-in your holding 
So hang on to your shares, un- 
less there is a compelling rea- 
son for disposing of them. 

Don’t add to the pressure on 
your trust managers for win- 
dow-dressing; that is toward 
concentrating on the popular 
so-called Blue Chip issues, irre- 
spective of their price. On the 
contrary, encourage those trusts 
which pursue value appraisal 
principles. 
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Don’t expect a trust to do the 
impossible in “beating the 
market.” 

Don’t without good reasons 
switch from life insurance or 
government bonds to trust ine 
vestment. They each have con 
structive advantages. 

Don’t buy a fund only for 
its protection against inflation. 
It offers plenty of other bene- 
fits. 

Above all— preserve a long= 
term investment attitude here 
as well as elsewhere. 

oe % ae 
Conclusions 
Your own responsibilities whick 
must accompany your. choices 
among all the investing facilities 
available to you, I have men 
tioned as we have gone along. But 
let me summarize them all in this 
one sentence: Maintain the 
frame of mind of a businesslike 
investor looking for value and& 
reasonable long-term results im 
the way of preserving your cap- 
ital, in lieu of following the spee- 
ulative foibles of the crowd—al® 
for your own benefit as well as 
the interests of the entire invesi- 
ment world! 


Joins First California 
(Special to Tue FINaNcIAL CHRONICLE) 
LOS ANGELES, Cal.—Marcus 
B. Eilers is now connected with 
First California Company, 647 
South Spring Street. He was 
formerly with Jones, Cosgrove & 
Co. 


Wm. R. Staats Adds 


(Special to THE FINANCIAL CHRONICLE) 

LOS ANGELES, Cal.—Robert 
D. Catheart has been added to the 
staff of William R. Staats Come 
pany, 640 South Spring Street, 
members of the Los Angeles Stoc® 
Exchange. He was formerly with 
J. A. Hogle & Co. 


With Francis I. du Pont Co 


(Special to THE FINANCIAL CHRONICLE) 
LOS ANGELES, Cal. — Law~ 
rence H. Hoerres has joined the 
staff of Francis I. du Pont & Co. 
722 South Spring Street. 


Edward Stearson 


Edward Shearson, partner of 
Shearson, Hammill & Co. for 38 
years, until his retirement in 1940 
died at the age of 86 after a bricf 
illness. 


A. A. Tibbe Adds 
(Special to THe FiNANCIAL CHRONICLE) 
ST. LOUIS, Mo.—Santo Tisst 
has joined the staff of A. A. Tibbe 
& Co., 506 Olive Street. 


With Knowlton Co. 
(Special to THe FINANCIAL CHRONICLE) 
OAKLAND, Calif. — Wayne 
Jewell has been added to the sta#® 
of Frank Knowlton & Co., Bank. 
of America Building. 


With C. E. Bohlander 


(Special to THe FINANCIAL CHRONICLE) 
BLOOMINGTON, I1l.—Theodore 
Bohlander has joined the staff of 
C.E. Bohlander & Co., Inc., Amer-+ 
ican State Bank Building. 


With A. G. Becker 


(Special to THe FINANCIAL CHRONICLE) 

CHICAGO, Ill.—Ross A. Whit- 
ney, Jr. has become associated 
with A. G. Becker & Co., 120 
South La Salle Street. 


Joins Harris Upham 


(Special to THe FINaNciat CHRONICLE) 

CHICAGO, Il. Robert G. 
Bergguist is now associated with 
Harris, Upham & Co., 135 South 
La Salle Street. 
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® Aberdeen Petroleum Corp., Okla. 
Oct. Zo (letter ot notification) 30,000 shares of capital 
stock (par $1). Price—$3.87 per share. Underwriter— 
Bonner & Bonner, inc., New York. Proceeds—For work- 
ing capital. 

Aeronca Mfg. Corp., Middletown, Ohio 
Oct. 2 (letter of notitication) $50,000 of 4% convertible 
promissory notes and 50,000 shares of common stock 
(latter to be reserved for conversion of notes on basis of 1 
share for each $1 unit of notes). Price—$2.12% per $1 
unit of notes. Underwriter—Greene & Ladd, Dayton, O. 
Proceeds—For working capital. Office—Municipal Air- 
port, Middletown, O. 

American Cladmetals Co., Carnegie, Pa. 
Oct. 19 (letter of notitication) 62,000 shares of common 
stock (par $1). Price—At market (about $1.12% per 
share). Underwriter—Hemphill, Noyes, Graham, Parsons 
& Co., New York. Proceeds—To Charles R. Anthony, 
Chairman of the Board, who is the selling stockholder. 

American-Marietta Co. (11/13) 
Oct. 23 filed 15v,000 shares of common stock (par $2), of 
which 100,000 shares will be for the account of the 
company and 50,000 shares for the account of Grover 
Hermann, President of the company. Price—To be sup- 
plied by amendment. Underwriters—H. M. Byllesby & 
Co., Inc. and A. C. Allyn & Co., Inc. Proeceeds—To be 
added to general funds and used to replace the funds 
used in October, 1950 to purchase Master Builders Co. 
capital stock. 

Arkansas Power & Light Co. 
May 23 filed 155,000 shares of cumulative preferred stock 
(par $100). Proceeds—-To be applied to (a) redemption 
at $110 per share plus dividend accruals, of all the 47,609 
shares of outstanding $7 preferred and 45,891 sares of 
outstanding $6 prefeired: and (b) the carrying forward 
of the company’s construction program. Bids—Received 
by company up to noon (EDT) on June 19, but rejected. 
Only one bid was made of $100.003 per share, with a 
$4.95 dividend from Lehman Brothers, Equitable Secur- 
ities Corp. and White, Weld & Co. (jointly). Statement 
effective June 12. No further decision reached. 
@® Asbestos Mines, inc., Las Cruces, N. M. 
Oct. 20 (letter of notification) 488 shares of capital stock. 
Price—At par ($100 per share). Underwriter — None. 


Proceeds — For new equipment and construction costs. 
Office—137 West Griggs St., Las Cruces, N. M. 

Atlantic City Electric Co. (11/13) 
Oct. 18 filed $18,400,000 of first mortgage bonds, series A, 


due 1980. Underwriters—To be determined by competi- 
tive bidding. Probable bidders: Halsey, Stuart Co. Inc.; 
Union Securities Corp. and Smith, Barney & Co. (joint- 
ly); Harriman Ripley & Co., Inc.; White, Weld & Co. and 
Shields & Co. (jointly); Lehman Brothers; Kidder, Pea- 
body & Co.; Blyth & Co., Inc.; The First Boston Corp. 
Proceeds—To redeem a like amount of 3%% first mort- 
gage bonds due in 1964. Bids—Expected to be received 
up to ll a.m. (EST) on Nov. 13 at Irving Trust Co., One 
Wall Street, New York, N. Y. 

Big West Oil & Gas Co., Dallas, Tex. 
Sept 5 filed $1,760,000 of 5% sinking fund debentures 
due 1965 (convertible into common stock on basis of 200 
shares for each $1,000 of debentures). Price—To be filed 
by amendment. Underwriter—H. M. Byllesby & Co., Inc., 
Chicago, Ill. Proceeds — For drilling and development 
expenses and for working capital. 

Birmingham (Ala.) Fire Insurance Co. 
Oct. 17 (letter of notification) 10,000 shares of common 
stock to be offered to present common stockholders. 
Price—At par ($10 per share). Underwriter—None. Pro- 
ceeds—To enlarge insurance business. Office—221 No. 
2ist St., Birmingham, Ala. 
@ Blackwood & Nichols Co., Oklahoma City, Okla., 

and Davidson, Hartz, Hyde & Dewey, Inc., 
New York 

Oct. 26 filed $3,500,000 of contributions in oil property 
interests in amounts of $5,000 or more. Underwriter— 
None. Proceeds—To acquire and develop oil property. 


Brunner Manufacturing Co., Utica, N. Y. 
Oct. 17 (letter of notification) 37,172 1/7 shares of com- 
mon stock (par $1) being offered to common stock- 
holders of record Oct. 24 at rate of one share for each 
seven shares held; rights expire Nov. 8. Price—$6 per 
share. Underwriter— Mohawk Valley Investing Co., Inc., 
Utica, N. Y. Proceeds—For general corporate purposes. 


Carolina Casualty Insurance Co., Burlington, 
North Carolina 


Oct. 2 (letter of notification) 50,000 shares of class B 
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Securities Now in Registration 


(non-voting) common stock (par $1) to be offered to 

present stockholders on basis of one share for each five 

shares held. Price—$2 per share. Underwriter—None. 

Proceeds—To increase capital stock and surplus. 

® Carolina Telephone & Telegraph Co., Tarboro, 
North Carolina 

Oct. 26 filed 20,825 shares of common stock to be offered 

to stockholders of record Nov. 22 on basis of one new 

share for each five shares held. Price—At par ($100 per 

share). Underwriter—None. Proceeds—To repay bank 

loans the proceeds of which were used for construction 

program. 

@ Castie (A. M.) & Co., Chicago, Ill. 

Oct. 20 (letter of notification) 3,000 shares of capital 

stock (par $10). Price At market. Underwriter—Lee 

Higginson Corp., Chicago, Ill. Proceeds—To estate of 

William B. Simpson, the selling stockholder. 


Central Power & Light Co. (11/28) 

Oct. 23 filed $10,060,000 of first mortgage bonds, series 
C, due Nov. 1, 1980. Underwriters—To be determined by 
competitive bidding. Probable bidders: Halsey, Stuart 
& Co. Inc.; Carl M. Loeb, Rhoades & Co.; Kidder, Pea- 
body & Co.; Union Securities Corp.; The First Boston 
Corp.; Blyth & Cc., Inc., Harriman Ripley & Co. Inc. 
and Stone & Webster Securities Corp. (jointly); Lehman 
Brothers; Merrill Lynch, Pierce, Fenner & Beane and 
Salomon Bros. & Hutzler (jointly). Proceeds—To repay 
$750,000 of bank loans and to reimburse the company in 
part for capital expenditures. 


Citizens Casualty Co. of New York 
Oct. 19 (letter of notification) 4,000 shares of $1.25 prior 
preferred stock, to be offered to all stockholders of record 
Oct. 23 on basis of one for each seven preferred shares 
held and one for each 70 shares of common shares held; 
rights to expire on Nov. 15, 1950. Price—At par, $25 per 
share. Underwriters—Mohawk Valley Investing Co., 
Utica, N. Y., and Security and Bond Co., Lexington, Ky. 
Proceeds—For general corporate purposes. 


®@ Consolidated Gas Utilities Corp. 
Oct. 25 (letter of notification) 950 shares of common 
stock. Price—$12 per share. Underwriter—None. Pro- 
ceeds—To Norman Hirschfield, a director of the com- 
pany, the selling stockholder. Office — Braniff Bldg., 
Oklahoma City, Okla. 
Cooperative Grange League Federation 

Exchange, Inc., Ithaca, N. Y. 
Sept, 28 filed 500,000 shares of common stock to be sold 
to cooperative members. Price—At par ($5 per share). 
Underwriter—None. Proceeds—To reduce obligation to 
Cooperative G.L.F. Holding Corp. Business—Farm co- 
operative. 


Cooperative G. L. F. Holding Corp. 
Sept. 28 filed 25,000 shares of 4% cumulative preferred 
stock to be sold to patrons of Grand League Federation 
Exchange. Price—At par ($100 per share). Underwriter 
—None. Proceeds—To reduce bank debt. Business— 
Property holding and financing instrumentality for 
G.L.F. Exchange, farm cooperative. 


@® Copper World Mining Co., Las Vegas, Nev. 
Oct. 19 (letter of notification) 4,000,000 shares of com- 
mon stock, of which 2,500,000 shares are to be issued to 
Louis Rosen, James Collins and Harry Sheldon in con- 
sideration of their agreement for sale of patented mining 
claims and mill site. Price—At par (five cents per share). 
Underwriter — None. Proceeds—To construct mill and 
develop copper mine. Office —— 900 So. Fifth St., Las 
Vegas, Nev. 

Cribben & Sexton Co., Chicago, Ill. 
Oct. 2 (letter of notification) 1,000 shares of common 
stock (par $5). Price—$4.50 per share. Underwriters— 
David A. Noyes & Co. and Swift, Henke & Co., Chicago, 
Ill. Proceeds—To Robert C. Caldwell, a director, the 
selling stockholder. 

Culver Corp., Chicago, Ill. 
Oct. 23 filed 132,182 shares of common stock (par $5), 
of which 4,818 shares are to be offered to stockholders 
and 127,364 shares to public. Price — To stockholders at 
$5 per share and to public at $6.25 per share. Under- 
writer—None. Proceeds—For investments. 


® Davidson Bros., Inc., Highland Park, Mich. 

Oct. 30 filed 300,000 shares of common stock (par $1) 
of which 100,000 shares are to be offered to employees 
and 200,000 shares to the public. Price—To be supplied 
by amendment. Underwriter — Baker, Simonds & Co., 
Detroit, Mich. Proceeds—To finance expansion program. 


Drayer-Hanson, Inc., Los Angeles, Calif. 
Oct. 3 (letter of notification) 255,033 shares of common 
stock offered to stockholders on a pro rata basis; rights 
expire Dec. 15, 1950. Priee—At par (40 cents per share). 
Underwriter—None. Proceeds—To pay creditors’ claims 
and for working capital. Address—P. O. Box 2215, Los 
Angeles, Calif. 


® Duggan’s Distillers Products Corp. 

Oct. 27 (letter of notification) 340,000 shares of com- 
mon stock (par 10c). Price—75 cents per share. Under- 
writer—Olds & Co., Jersey City, N. J. Proceeds—To pay 
balance of purchase price for building ($20,000) and for 
working capital. 


® Duggan’s Distillers Products Corp. 

Oct. 31 (letter of notification) 58,850 shares of common 
stock (par 10c) under a recission offer. Price—50c to 
8712c per share, for an aggregate of $42,728. Underwriter 
—Olds & Co., Jersey City, N. J. Proceeds—To Charles 
A. Massie, New York City, the selling stockholder. 


. Thursday, November 2, 1950 


@ INDICATES ADDITIONS 
SINCE PREVIOUS ISSUE 


® Duval’s Consensus, Inc. 
Cct. 24 (letter of notification) 199,780 shares ot 
common 5% cumulative non-voting stock, which 
75,960 shares will be reserved for conversion of 15,192 
shares of preferred stock on a 5-for-1 basis. Price—At 
par ($1 per share). Underwriter—None. Proceeds—To 
purchase new equipment and for working capital. Office 
—41-45 Crescent St., Long Island City 1, N. Y. 
@ Eastern Air Lines, Inc., New York 
Nov. 1 filed 160,000 shares of common stock (par $1), 
to be offercd to employees, excluding officers and direc- 
tors. Price—At 85% of the highest sale price of the 
corporation’s stock on Nov. 10, adjusted to the next high- 
est multiple of 25 cents. Underwriter—None. Proceeds 
To increase working capital. 

® Eaton Products Co., Denver, Colo. 
Oct. 27 (letter of notification) 160 shares of common 
stock (par $100). Price—$300 per share. Underwriter— 
Peters, Writer & Christensen, Inc., Denver, Colo. Pro- 
ceeds—To John Raymond Travis, a director. who is the 
selling stockholder. 

Ekco Products Co., Chicago, Hil. 
Oct. 12 (letter of notification) 8,461 shares of common 
stock (par $2.50). Price—$13 per share. Underwriter— 
None. Proceeds—For working capital. Office—1949 No. 
Cicero Ave., Chicago, Ill. 
@ Exeter & Hampton Electric Co., Exeter, N. H. 
Oct. 23 (letter of notification) 8,125 shares of common 
stock (par $20). Price—$34 per share. Underwriter— 
None. Proceeds—To repay notes. 

Fedders-Quigan Corp. 
June 21 filed 103,402 shares of series A cumulative con- 
vertible preferred stock (par $50) to be offered to com- 
mon stockholders on basis of one preferred share for 
each 12 shares held. Price—To be filed by amendment, 
along with dividend rate. Underwriter—Smith, Barney 
& Co., New York. Proceeds—To pay promissory note, 
to complete purchase of a new plant at El] Monte, Calif., 
and for additional working capital. Statement may be 
withdrawn. It was reported on Oct. 5 that company 
has completed purchase of El Monte plant. 


@ Florida Telephone Corp., Ocala, Fia. 

Oct. 27 (letter of notification) 27,200 shares oi common 
stock (par $10). Priee—$11 per share. Underwriter— 
None. Proceeds—For expansion program. 

@® Garrett Corp., Los Angeles, Calif. (11 20) 
Oct. 31 filed 60,000 shares of common stock (par $2). 
Price—To be filed by amendment (estimated at not more 
than $25 per share). Underwriter—Merrill Lynch, Pierce, 
Fenner & Beane, New York. Proceeds — To two selling 
stockholders. 

Government Employees Corp., Washington, D.C. 
Sept. 26 filed 30,000 shares of capital stock ‘par $5), 
to be offered to stockholders of record Oct. 31 on the 
basis of one share for each share held; rights to expire 
Nov. 20. Price—$10 per share. Underwriter—None. Pre- 
ceeds—For additional capital funds. Business — Auto- 
mobile financing. 

@® Great American Mining Corp. 

Oct. 24 (letter of notification) 50,000 shares of common 
capital stock. Price—50 cents per share. Underwriter— 
None. Proceeds—For exploration expenses and working 
capital. Office—1104 First Security Bank Bldg.. Salt Lake 
City, Utah. 

Greenwich Gas Co., Greenwich, Conn. 

Sept. 1 (Jetter of notification) 8,000 shares of $1.50 pre- 
ferred stock (no par) and 9,777 shares of common stock 
(ne par), 10 be offered first to stockholders. Price—Of 
preferred, $25 per share, and common $10 per share. 
Underwriter—F. L. Putnam & Co., Boston, Mass. Proe- 
ceeds—To retire bank loan and for working capital. 


Gulf Power Co. (11/13) 

Ott. 13 filed 51,026 shares of preferred stock (par $100), 
of which 11,026 shares are to be offered in exchange, 
sHare for share, for outstanding $6 preferred stock; the 
remaining 40,000 shares to be offered publicly. Under- 
wtiter—To be determined by competitive bidding. Prob- 
able bidders: Blyth & Co., Inc.; Kidder, Peabody & Co. 
and White, Weld & Co. (jointly); Union Securities Corp. 
arid Salomon Bros. & Hutzler (jointly); Equitable Se- 
curities Corp.; Lehman Brothers; Harriman Ripley & 
Cé@., Inc. Proceeds—To redeem $6 preferred stock, to re- 
pay bank loans and for new construction. Exchange 
er—tTentatively scheduled to be made Nov. 14; to 
pire Nov. 27. Public Offering—Scheduled for Nov. 14. 
Expected to be opened at 11 a.m. (EST) on Nov. 13 

ite 2000, 20 Pine St., New York, N. Y. 


“Gulf States Utilities Ce. (11/21) 

t..17 filed 70,000 shares -of preferred stock (par $106). 

derwriters—To be determined by Competitive bidding. 

obable bidders: Stone & Webster Securities Corp.; 

hman Brothers and Equitable Securities Corp. (joint- 
ly): Union Securities Corp.; First Boston Corp.; Blyth & 
Cé., Inc.; Glore, Forgan:-& Co. and W. C. Langley & Co. 
(jdintly);:Carl M. Loeb, Rhoades & Co. and Lee Higgin- 
som Corp. (jointly). Proceeds—For construction program. 
Bids—To be received up to 11 a.m. (EST) on Nev. 21 at 
The Chase National Bank of the City of New York, Room 
735. 11 Broad St., New York, N. Y. Stockholders to vote 
on approving issue on Nov. 20. 


Hamitton Fire insurance Co., Philadelphia 
Oct. 2 (letter of notification) 64,000 shares of capital 
stock (par $5). Price—$4.50 per share. Underwriter— 
Jenks, Kirkland & Co., Philadelphia, Pa. Proceeds—To 
increase capital and surplus in order to offer additional 


class A 
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lines of insurance, including automobile casualty and 

liability coverage. Financing may be abandoned. 

@® Hawkeye-Security Insurance Co., Des Moines, 
lowa 

Oct. 19 (letter of notification) 2,000 shares of 5% cumu- 

lative preferred stock. Price—At par ($50 per share). 

Undewriter—Quail & Co., Davenport, Ia. Preceeds—To 

seven selling stockholders. Office—1017 Walnut St., Des 

Moines 9. la. 


Hooper Telephone Co., Hooper, Neb. 
Aug. 18 (letter of notification) $30,000 of 334% bonds 
due 1970. Price—In excess of 102%. Underwriter— 
Wachob Bender Corp., Omaha, Neb. Proceeds—To retire 
temporary loans. 


Hub Loan Co., Jersey City, N. J. 

Sept. 18 (letter of notification) 100,000 shares of 18 cents 
cumulative convertible preferred stock (par $2). Price— 
$3 per share. Proceeds—For working capital. 

® Illinois Commercial Telephone Co. (11/15) 
Oct. 27 filed 21,000 shares of $5.50 cumulative preferred 
stock (no par). Price—At not more than $100 per share 
(to be supplied by amendment). Underwriters Paine, 
Webber, Jackson & Curtis: Stone & Webster Securities 
Corp.; and Mitchum, Tully & Co. Proceeds — To retire 
loans incurred in connection with new construction. 


Industrial Coatings Inc., Opa Locka, Fla. 
Oct. 4 (letter of notification) 300,000 shares of common 
stock (par 10 cents). Price—$1 per share. Underwriter— 
Car] J. Bliedung, Washington, D. C. Proceeds—To reduce 
liabilities and to expand company’s roof-proofing and 
industrial coatings plant. Office—2600 Ali Baba Ave., 
Opa Locka, Fla. 

Kansas Gas & Electric Co. (11/20) 
Oct. 10 filed 75,000 shares of common stock (no par) and 
45,000 shares of cumulative preferred stock (par $100). 
Probable bidders: (1) for both issues: Blyth & Co., Inc. 
Underwriters—To be determined by competitive bidding. 
and First Boston Corp. (jointly); Union Securities Corp.; 
Merrill Lynch, Pierce, Fenner and Beane and Kidder, 
Peabody & Co. (jointly); Lehman Brothers; (2) on com- 
mon stock only: Glore, Forgan & Co..; (3) on preferred 
stock only: White, Weld & Co. and Shields & Co. (joint- 
ly); Halsey, Stuart & Co. Inc. Proceeds—To pay con- 
struction costs, amounting to about $19, ot. 000 through 
1952. Bids—To be received at Room 2033, Two Rector 
St., New York 6, N. Y., on Nov. 20 up to 10:30 a.m. (EST) 
for the common and up to noon (EST) for the preferred 
stock. 

Kaye-Halbert Corp., Culver City, Calif. 
Oct. 6 by amendment filed 120,000 shares of class A con- 
vertible common stock (par $1). Price—$5 per share. 
Underwriter—Sills, Fairman & Harris, Inc., Chicago, I11. 
Proceeds—To pay off promissory notes and for working 
capital. 


Keystone Custodian Funds, Inc., Boston, Mass. 


Oct. 24 filed 500,000 shares of series B-3 certificates of 
participation, 1,000,000 shares of series B-4 certificates 
of participation, 500,000 shares of series K-1 certificates 
of participation, 25,000 shares of series S-1 certificates 
of participation, and 500,000 shares of series S-4 certifi- 
cates of participation (all $1 par value each), Under- 
writer—-The Keystone Co. of Boston. Business—Invest- 
ment company. 
Lancaster Chemical Corp. 

Oct. 23 (letter of notification) 100,000 
(cumulative. if earned) convertible 
ing offered to common 


shares of 6% 
preferred stock, be- 
stockholders of record Oct. 18 
on a pro rata basis; rights expire Nov. 30. Price—At par 
($2.50 per share), payable in cash or at rate of one com- 
mon share (par $1) plus 50 cents in cash. Underwriter 
None. Proceeds—For working capital. Office—620 Fifth 
Ave., New York 20, N. Y. 

Lorain Telephone Co. 
Oct. 5 (letter of notification) 2,830 shares of common 
stock (no par) offered to common stockholders of record 
Oct. 7 on a pro rata basis; rights expire Dec. 15. Price 
$20 per share. Underwriter—None. Proceeds——-For work- 
ing capital. Office—203 9th St., Lorain, Ohio. 


Louisiana Power & Light Co. 

May 23 tiled 90,000 shares of preferred stock (par $100). 
Proceeds—To be used to redeem, at $110 per share plus 
dividend accruals, the 59,422 shares of outstanding $6 
preferred stock, and for construction and other purposes 
Bids—Reeeived by company up to noon (EDT) on June 
19, but rejected. Three bids were made as follows: 
Union Securities Corp., $100.40 per share with a $4.65 
dividend: Blyth & Co., Inc., and Equitable Securities 
Corp. (jointly), $100.10 with a $4.65 dividend; and W, C. 
Langley & Co. and First Boston Corp. (jointly), $100.30 
with a $5.80 dividend. Statement effective June 12;; No 
further decision reached. 


Louisiana Power & Light Co. (11/14) 

Oct. 10 filed $10,000,000 of first mortgage bonds, due 
Nov. 1, 1980. Underwriter—To be determined by com- 
petitive bidding. Probable bidders: Halsey, Stuart & Co. 
Inc.; Merrill Lynch, Pierce, Fenner & Beane and Kidder, 
Peabody & Co. (jointly); Kuhn, Loeb & Co. and Lehman 
egg ointly); Blyth & Co., Inc.; Harriman, Ripley 
& Co. Inc.: Shields & Co. and White, Weld & Co. (joint- 
ly): Salomon Bros. & Hutzler; W. C. Langley & Co., The 
First Boston Corp. and Glore, Forgan & Co. (jointly); 
Equitable Securities Corp. Proceeds-—For construction 
program. Bids — Expected to be received up to noon 
(EST) on Nov. 14 at Room 2033, Two Rector Street, New 
York, N. Y. 

McCoy-Couch Furniture Mfg. Co., Benton, Ark. 
Oct. 16 (letter of notification) 12,000 shares of common 
‘stock. Price—At par ($25 per share). Underwriter 
None. Preceeds — To repay RFC loan and to increase 
working capital. Address—P. O. Box 312, Benton, AfRT 
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NEW ISSUE CALENDAR 


November 2, 1950 
Chicago & Eastern Illinois RR. 
Noon (CST) Equip. Trust Ctfs. 


November 7, 1950 
Monarch Radio & Television Corp 


November 8, 1950 
Bangor & Aroostook RR 


November 9, 1950 
New York Central RR Equip. Trust Ctfs. 


November 13, 1950 
American-Marietta Co 
Atlantic City Electric Co., 11 a.m. (EST)____Bonds 
Gulf Power Co., 11 a.m. (EST) Preferred 
Michigan Consolidated Gas Co. 
11 a.m. (EST) 


November 14, 1950 


Louisiana Power & Light Co., noon (EST)__Bonds 
Norris Stamping & Mfg. Co.______________ Common 
Penton Publishing Co._______- Class A 


November 15, 1950 
Illinois Commercial peomannne Co 
Rohr Aircraft Corp 
Western Pacific RR.- 
Wisconsin Public Service Corp. 
10:30 a.m. (CST) 
November 20, 1950 
Garrett Corp. ___- 
Kansas Gas & Electri ic Cc O. 
10:30 a.m. (EST)-_ : 
Kansas Gas & Electric Co.. 
Southern Production Co., Inc. 
1l a.m. (EST)-_--- SE Re 


November 21, 1950 
Gulf States Utilities Co., 11 a.m. (EST) 
Hawaii (Territory of) oe 
November 28, 1950 
Central Power & Light Co. 
November 29, 1950 
Missouri-Kansas-Texas RR.. Equip. Trust Ctfs. 
December 1, 1950 
American Investment Co. of Illinois_____. Common 
December 4, 1950 


Minnesota Power & Light Co. 
Noon (EST)-_- 
Southwestern Gas & Electric 


Common 


Common 


_ _Common 
noon (EST). _Preferred 


_Preferred 


————— 


_.Common 


Co. _..._ Bonds 


December 11, 1950 
Carolina Power & Light Co. 

December 12, 1950 
Metropolitan Edison Co. Bonds & Preferred 


____ Bonds 











McDonnell Aircraft Corp., St. Louis, Mo. 


Oct. 23 (amendment) 80,000 shares of common stock (par 


$5). Price—At market (estimated at $17.25 per share) to 
be offered over-the-counter. Underwriter—Brokers and 
or dealers may be underwriters. Proceeds—To five sell- 
ing stockholders. 


® McKales Corp., Seattle, Wash. 
Oct. 19 (letter of notification) 8,000 shares of 
common stock (par $3). Price—$8 per share. 
writer—None. Proceeds—To construct new 
tion. Office—2124%% Third Ave., Seattle 1, 


class A 
Under- 

service sta- 
Wash. 


Mercantile Acceptance Corp. of California 
Oct. 5 (letter of notification) 1,395 shares of first pre- 
ferred stock, 5% series. Price—At par ($20 per share). 
Underwriter—Guardian Securities Corp. of San Fran- 
cisco. Preceeds—For corporate purposes. Office—333 
Montgomery Street, San Francisco, Calif. 


Michigan Consolidated Gas Co. (11/13) 

Oct. 16 filed $20,000,000 first mortgage bonds due Nov. 1, 
1975. Underwriters—To be determined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Inc.; 
White, Weld & Co. and Lehman Brothers (jointly); Smith, 
Barney & Co. and Blyth & Co., Inc. (jointly); Harriman 
Ripley & Co. Inc.; Union Securities Corp. Preceeds—From 
sale of bonds together with $6,000,036 to be received from 
sale of 428,574 shares of common stock to American 
Natural Gas Co., the parent, to be used to retire $15,- 
000,000 bank borrowings and to finance, in part, the 
company’s extensive construction program. Bids—Ex- 
pected to be opened at 11 a.m. (EST) on Nov. 13 at 
office of company, 415 Clifford Street, Detroit, Mich. 


Middie South Utilities, Inc. 
June 1 filed 400,000 shares of common stock (no par) to 
be offered to preferred stockholders of three subsidiaries 
—Arkansas Power & Light Co., Louisiana Power & Light 
Co. and Mississippi Power & Light Co. Underwriter— 
Equitable Securities Corp will serve as “dealer-man- 
ager.” Statement to be withdrawn. 


Middiesex Water Co., Newark, N. J. 
Feb. 9 (letter of notification) 5,200 shares of common 
stock offered to common stockholders at $50 per share 
on a one-for-five basis. Underwriter—Clark, Dodge & 
Co. Proceeds—To pay notes and for additional working 
capital. Indefinitely postponed. 
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@® Midvale Co., Philadelphia, Pa. 

Oct. 27 (letter of notification) up to, but not exceeding 
6,650 shares of capital stock (no par). Price—At market 
(N. Y. Curb Exchange closing price Oct. 19 was $15 
per share). Underwriter—None. Proceeds—To Baldwin 
Locomotive Works, the selling stockholder. 


@® Minnesota Power & Light Co. (12/4) 

Oct. 30 filed 150,000 shares of common stock (no par). 
Underwriters—To be determined by competitive bidding. 
Probable bidders: First Boston Corp. and Blyth & Co., 
Inc. (jointly); White, Weld & Co. and Merrill Lynch, 
Pierce, Fenner & Beane (jointly); Kidder, Peabody & 
Co.; Lehman Brothers. Proceeds for construction pro- 
gram. Bids—Expected to be received up to noon (EST) 
on Dec. 4. 

Mission Appliance Corp., Hawthorne, Calif. 
July 24 filed 50,000 shares of 6% cumulative convertible 
preferred stock. Price—At par ($20 per share). Under- 
writer—Lester & Co., Los Angeles, Calif. Proceeds—To 
retire bank loans and imstall machinery and equipment 
in a proposed new plant to be located east of the Rocky 
Mountains. Business—Manufacturer of gas and electric 
water and space heaters. 


Mississippi Power & Light Co. 

May 23 filed 85,000 shares of cumulative preferred stock 
(par 100). Proceeds—To be used to redeem at $110 per 
share plus dividends, the outstanding 44,476 shares of $6 
preferred stock and for construction and other corpo- 
rate purposes. Bids—Received by company up to noon 
(EDT) on June 19 but rejected. Four bids were made 
as follows: Union Securities Corp., $100.10 per share 
with a $4.80 dividend; Lehman Brothers, $100.551 with 
a $4.85 div.; W. C. Langley & Co. and First Boston Corp. 
(jointly), $100.30 with a $4.90 dividend; and Blyth & Co., 
Inc., Equitable Securities Corp. Shields & Co., White, 
Weld & Co. and Kidder, Peabody & Co. (jointly), $100.19 
with a $4.90 dividend. Statement effective June 12. No 
further decision reached. 


Monarch Radio & Television Corp. (11/7-8) 
Sept. 8 (letter of notification) 600,000 shares of common 
stock (par 5 cents). Price—50 cents per share. Under- 
writer—George J. Martin Co., New York. Purpose— 
For expansion and working capital. Office—2430 At- 
lantic Avenue, Brooklyn 7, N. Y. Expected next week. 

Montana Power Co. 

Sept. 25 filed $10,000,000 of 25-year sinking fund deben- 
tures due Oct. 1, 1975. Underwriters—To be determined 
by competitive bidding. Probable bidders: Halsey, Stuart 
& Co. Inc.; Blyth & Co.; Union Securities Corp.; Merrill 
Lynch, Pierce, Fenner & Beane; Kidder, Peabody & Co. 
and Smith, Barney & Co. (jointly); White, Weld & Co.; 
Lehman Brothers. Proceeds—To repay bank loans and 
for expansion and extension of gas and electric proper- 
ties. Offering—Originally scheduled for Oct. 31 has 
been postponed for at least six to nine months. Tempo- 
rary bank borrowings will be arranged. 

Morris Plan. of America, New York 

Sept, 21 filed 389,449 shares of common stock (par $5), 
offered to common stockholders of record Oct. 19 at rate 
of one share for each four shares held, with an over- 
subscription privilege; rights expire on Nov. 14. Price— 
At par. Underwriter—None. Proceeds—To invest pro- 
ceeds in its wholly-owned subsidiary, National Industrial 
Credit Corp., which will use the funds to discharge an 
indebtedness to American General Corp. Statement ef- 
fective Oct. 16. 
® Mt. Mansfield Hotel Co., Inc., Stowe, Vt. 
Oct. 25 (letter of notification) 2,000 shares of common 
stock. Price—At var ($100 per share). Underwriter— 
None. Proceeds—To retire note indebtedness and to 
purchase property. 

Multnomah Plywood Corp., Portland, Ore. 

Sept. 18 filed 160 shares of common stock of which 145 
shares will be offered to stockholders and 15 shares to 
certain individuals. Price—At par, ($2,500 per share). 
Underwriter—None. Proceeds—For costs involved in 
competition and expansion of plan and for working cap- 
ital. 

N. & W. Industries, Inc., Lynchburg, Va. 

Oct. 30 filed 32,000 shares of 5% cumulative preferred 
stock (par $25) and 144,000 shares of common stock (par 
$1) to be offered in units of one share of preferred and 
4% shares of common stock, in multiples of two, the 
latter for account of selling stockholders. Price—To be 
supplied by amendment. Underwriter—Scott, Horner & 
Mason, Inc., Lynchburg, Va. Proceeds—For construction 
of new building and for working capital. Business— 
Manufacturer of overalls. 

@® Nachman Corp., Chicago, Ill. 

Oct. 25 (letter of notification) 6,000 shares of common 
stock (par $10). Price—$15 per share. Underwriter— 
Bacon, Whipple & Co., Chicago, Ill. Preceeds—To Mit- 
chell, Hutchins & Co., Inc., the selling stockholder. 


Nash-Finch Co., Minneapolis, Minn. 
Sept. 11 (letter of notification) 3.000 shares of common 
stock. Price—From $17 to $20 per share. Underwriter— 
J. M. Dain & Co., Minneapolis, Minn. Proceeds—To 
Finch Investment Co. 

New Bedford Gas & Edison Light Co. 
Sept. 14 filed 17,717.8 shares of common stock (par $25) 
to be offered to common stockholders of record June 14, 
1950 on basis of one share for each 15 shares then held. 
New England Gas & Electric Association (owner of 
97.37% of the outstanding stock) proposes to purchase 
any shares not subscribed for by others. Price—$67.50 
per share. Proceeds— To finance property additions. 
Statement effective Oct. 5. é 

New Jersey Realty Title Insurance Co. 
Oct. 12 (letter of notification) 125,000 shares of capital 
stock (par $1) to be offered to stockholders of record 
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Oct. 2, 1950, on basis of one share for each two shares 
held; rights expire Nov. 15. Price—$2 per share. Under- 
writer—None. Proceeds—To be added to capital funds 
of company and invested in investments. Office—830 
Broad St., Newark, N. J. 


Norris Stamping & Mfg. Co. (11 14) 
Oct. 24 filed 190,000 shares of common stock (par $1). 
Price—$12 per share. Underwriters—William R. Staats 
Co., Los Angeles, Calif., and A. C. Allyn & Co., Inc., 
Chicago, Ill. Proceeds—To Kenneth R. Norris, President, 
the selling stockholder. 


® Oil Prospectors, Inc., Mineral Wells, Tex. 

Oct. 25 (letter of notification) 200,000 shares of capital 
stock. Price—At par ($1 per share). Underwriter—None. 
Proceeds—For working capital. Office—Damron Hotel, 
Mineral Wells, Tex. 


® Osco Drug iInc., Chicago, Ill. 

Oct. 23 (letter of notification) 1,000 shares of common 
stock to be offered to 20 employees of company. Price— 
At par ($100 per share). Proceeds—For general cor- 
porate purposes. Office—Merchandise Mart, Chicago, Ill. 


Penton Publishing Co., Cleveland, O. (11/14) 
Oct. 17 filed 80,000 shares of $1.50 convertible class A 
stock (par $25), to be offered to holders of presently 
outstanding 20,078 shares of $100 par 7% preferred stock 
on basis of 54% shares of new class A stock in exchange 
for each share of 7% preferred subject to acceptance 
by not less than 12,000 shares of 7% preferred, nor by 
more than 14,545 shares. The exchange offer is expected 
to be made on or about Nov. 14 and will expire 10 days 
Isater. Underwriter—Maynard H. Murch & Co., Cleve- 
land, Ohio. Proceeds—Toward redemption of 7% pre- 
ferred stock and payment of accrued dividends. 


® Pine and 48th Street Corp., New York 

Oct. 25 filed voting trust certificates for 1,780 shares of 
common stock (no par value). Voting Trustees—George 
E. Roosevelt, Douglas Vought and Clayton McElroy, Jr. 


® Plastic Film Products Corp., Akron, O. 

Oct. 27 (letter of notification) 2,405 shares of class A 
mon-voting common stock. Price—At $65 per share. 
Underwriter — None. Proceeds—To expand facilities 
@ffice—60 So. Seiberling St., Akron, O. 


® Producers Finance Co. of Utah 

Oct. 23 (letter of notification) 300,000 shares of common 
stock. Price—$1 per share. Underwriter—None. Proceeds 
—For capital and surplus to activate insurance company. 
Address—P. O. Box 933, Salt Lake City, Utah. 


Quaker City Fire & Marine Insurance Co. 

Aug. 2 (letter of notification) 10,000 shares of capital 
mtock (par $20) to be offered on a one-for-four basis to 
@ockholders of record Oct. 20, 1950, with the rights 
expiring Dec. 4, 1950. Price—$25 per share. Under- 
writer — Unsubscribed shares to be offered publicly 
through Burton, Cluett and Dana, 120 Broadway, New 
York, N. Y. Proceeds—For working capital. Office— 
226 Walnut Street, Philadelphia 6, Pa. 

Ramie Products Corp. 

Sept. 21 (letter of notification) 25,000 shares of common 
@tock (par $1). Price—$3 per share. Underwriter— 
Smith, Talbott & Sharpe, Pittsburgh, Pa. Proceeds— 
For purchase of additional machinery and equipment and 
working capital. Office—507 Liberty Avenue, Pitts- 
burgh 22, Pa. 
® River Vailey Finance Co., Davenport, lowa 
Oct. 24 (letter of notification) 2,000 shares of 6% pre- 
ferred stock. Price—At par ($100 per share). Under- 
writer—Quail & Co., Davenport. Proceeds—To increase 
working capital. 

Rohr Aircraft Corp., Chula Vista, Calif. (11/15) 
Oct. 25 filed 238,000 shares of common stock (par $1), 
of which 100,000 shares are for the account of the com- 
pany and 138,000 for the account of selling stockholders. 
Price—To be filed by amendment. Underwriters—The 
First Boston Corp., New York, and Lester & Co., Los 
Angeles, Calif. Proceeds—To company to retire out- 
étanding preferred stock and mortgage notes. 
® Seaboard Finance Co., Los Angeles, Calif. 
Oct. 13 (letter of notification) 12,500 shares of preferred 
stock and/or 18,000 shares of common stock to be sold 
to employee members of the Savings and Profit Sharing 
Pension Fund: $2.60 no par value convertible preferred 
stock; $1.35 no par series B preferred stock; and $1 par 
value common stock. Price—Not to exceed market. 
Proceeds—For pension fund. Office—-945 So. Flower St.. 
Los Angeles, Calif. 

Seneca Oil Co., Oklahoma City, Okla. 

April 27 (letter of notification) 225,782 shares of class A 
mock (par 50¢). Price—$1.25 per share. Underwriter— 
Genesee Valley Securities Co., Rochester, N. Y. Proceeds 
—To acquire properties and for working capital, 
® Silver Divide Mines Co., Carson City, Nev. 
Oct. 20 (letter of notification) 106,000 shares of 
assessable common stock (par five cents). Price—10 
cents per share. Underwriter—None. Proceeds—To ob- 
tain interest in potential gas wells. Office—215 N. Carson 
St., Carson City, Nev. 


non- 


Simme!-Meservey Television Productions, Inc. 

June 29 (letter of notification) 150,000 shares of common 
stock (par $1). Price—$2 per share. Underwriter— 
Koellmer & Gunther, Newark, N. J. Proceeds—To com- 
plete films in progress and for general corporate pur- 
poses. Office—321 So. Beverly Drive, Beverly Hills, 
Calif. Statement to be withdrawn. 
® Sioux O:! Co., Denver, Colo. 
Oct. 24 (letter of notification) 1,149,884 shares of com- 
mon stock (par one cent). Price—Four cents per share. 
Underwriter—None. Proceeds—For working capital. Of- 
fice—220 Paramount Bldg., Denver 2. Colo. 
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® Skiles Oil Corp., Mt. Carmel, Ill. 
Oct. 27 filed 125,000 shares of 6% cumulative convertible 
preferred stock (par $10) and 250,000 shares of common 
stock (nar $1), of which 125,000 common shares are to 
be reserved for conversion of preferred. Price—For pre- 
ferred, at par, and for common, $7.50 per share. Under- 
writer—F. S. Moseley & Co., Chicago, Ill. Proceeds— 
To repay notes and for additional working capital. 
Southern Discount Co., Atlanta, Ga. 
Sept. 18 (letter of notification) $191,500 of 5% subordin- 
ated debentures, series E. Price—At par. Underwriter— 
For $100,000 of debentures, Allen & Co., Lakeland, Fla. 
Proceeds—To reduce bank loans and for working capi- 
tal. Office—220 Healey Bldg., Atlanta, Ga. 


@® Suburban Centers Trust, Boston, Mass. 
Oct. 20 (letter of notification) $280,000 of registered 
senior 5% convertible notes due 1960 (in denominations 
of $100 each). Price—At 100%. Underwriter—None. Pro- 
ceeds—For working capital to construct suburban shop- 
ping centers. Office—84 State St., Boston 9, Mass. 


Tennessee Gas Transmission Co., Houston, Tex. 
Aug. 28 filed 133,334 shares of common stock (par $5) to 
be issued in exchange for 80,000 shares of common stock 
of Sterling Oil & Gas Co., and for 10-year subscription 
warrants to purchase 133,333 shares of Sterling common 
stock. The rate of exchange is as follows: 11% shares of 
Tennessee stock for each Sterling share; and one-fifth 
Tennessee share for each warrant, Offer to expire Nov. 
6, unless extended. Exchange Agent—The National Bank 
of Commerce of Houston, Texas. Statement effective 
Sept. 22. 

Tide Water Power Co. 

Sept. 27 filed 150,000 shares of common stock (no par). 
Price—To be filed by amendment. Underwriters—Union 
Securities Corp. and W. C. Langley & Co. Proceeds— 
For construction program. Temporarily postponed. 

@ Tide Water Power Co. 

Nov. 1 filed 132,000 shares of $1.35 cumulative preferred 
stock (par $25), convertible on or before December, 1960. 
Price—To be supplicd by amendment. Underwriter— 
Union Securities Corp. and W. C. Langley & Co., New 
York. Proceeds—For construction program. 


® Twenty-Second and Dais Street Corp., Portland, 
Oregon 

Oct. 27 (letter of notification) 1,370 shares of common 
voting stock (no par), to be offered in 63 units of shares 
related to apartments. Price—$100 per share. Under- 
writer—None. Proceeds—To be applied on account of 
the purchase of common shares of Ketell Arms Corp. 
and Ketell Manor Corp., two apartment houses. Office— 
208 Platt Building, Portland 5, Ore. 


@® Western Pioneer Insurance Co., Oakland, Calif. 
Oct. 26 (letter of notification) 12,000 shares of non- 
assessable common stock (par $10). Price—$25 per share. 
Underwriter—None. Proceeds—To expand operations. 
Office—4101 Broadway, Oakland, Calif. 


Weymouth Light & Power Co. 

Oct. 17 (letter of notification) 16,298 shares of capital 
stock (par $25) to be offered to present stockholders. 
New England Electric System (the parent) proposes to 
acquire 16,227!5 shares and any shares not subscribed 
for by minority stockholders. Price—$35 per share. Un- 
derwriter — None. Proceeds—To repay bank loans and 
advances and for construction expenses. 


® Wilcox-Gay Corp., Charlotte, Mich. 

Oct. 25 filed 500,000 shares of common stock (par $1). 
Price—To be supplied by amendment. Underwriters— 
Gearhart, Kinnard & Otis, Inc., New York, N. Y., and 
White & Co., St. Louis, Mo, Proceeds—To pay obligations 
to all unsecured creditors. 


Wisconsin Public Service Corp. (11/15) 

Oct. 16 filed $4,000,000 of first mortgage bonds due Nov. 
1, 1980. Underwriter—To be determined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Inc.; 
First Boston Corp, and Robert W. Baird & Co. (jointly): 
Kidder, Peabody & Co.; Union Securities Corp.; Equit- 
able Securities Corp.; Otis & Co.; Merrill Lynch, Pierce, 
Fenner & Beane; Salomon Bros. & Hutzler; A. G. Becker 
& Co.; Carl M. Loeb, Rhoades & Co.; Harris, Hall & Co. 
(Inc.); Shields & Co.; F. S. Moseley & Co. Proceeds— 
From sale of bonds, plus $2,250,000 to be received from 
sale of stock at par to Standard Gas & Electric Co., will 
be used to repay $3,300,000 of bank loans and to finance 
construction program. Bids—Expected to be received up 
to 10:30 a.m. (CST) on Nov. 15 at the Harris Trust and 
Savings Bank, Chicago, III. 


Prospective Offerings 


American Investment Co. of Illinois (12/1) 
Oct. 23 it was announced that company plans to file in 
the near future a registration statement with the SEC 
covering up to 100,000 additional shares of common stock 
(par $1), on the basis of one share for each 20 shares 
owned. Price—To be filed by amendment. Offering— 
Registration statement expected to become effective on 
or about Dec. 1. Underwriters—Kidder, Peabody & Co.. 
Alex. Brown & Sons and Glore, Forgan & Co. handled 
latest private sale of debentures. 


American Telephone & Telegraph Co. 

Sept. 20 it was announced stockholders will vote Nov. 
15 on approving a new issue of not to exceed $435,000.- 
000 of convertible debentures (to be offered to stock- 
holders) and an increase in authorized capital stock from 
35,000,000 to 45,000,000 shares, 3,000,000 shares of the 
additional stock to be offered to employees of the com- 
pany and its subsidiaries. Financing expected some time 
during the first six months of 1951. Proceeds—For ex- 
pansion program. 


.. Thursday, November 2, 1950 


® Atlantic City Electric Co. 

Oct. 18 company estimated that about financing to the 
extent of $2,000,000 will be required in connection with 
its construction expenditures from Sept. 1, 1950 through 
Dec. 31, 1951 which will amount to $6,898,000. 

@® Avco Manufacturing Corp. 

Oct. 10 it was announced stockholders will vote Nov. 14 
on plan to increase the authorized common stock from 
10,000,000 shares to 15,000,000 shares to provide sufficient 
stock to complete the acquisition of all the assets and 
business of Bendix Home Appliances, Inc. (83% of stock 
of latter is owned by Avco). Emanuel, Deetjen & Co. 


and Lehman Brothers acted as dealer-managers under 
the exchange offer. 


® Bangor & Aroostook RR. (11/8) 

Oct. 25 the RFC offered to sell its remaining holdings 
of the company’s collateral trust 4% bonds due 1961 
totaling $3,000,000. Bids should be directed to the office 
of the Secretary of the RFC, Washington 25, D. C. The 
decision on the bids will not be made prior to Nov. 8. 


@® Brewing Corp. of America 

Oct. 23 it was announced that stockholders will vote 
Nov. 3 on the creation of $6,000,000 mortgage indebted- 
ness, consisting of a $3,000,000 first mortgage to mature 
serially and a $3,000,000 second mortgage to mature on 
Sept. 30, 1957. Proceeds will be used to refund the out- 
standing $6,000,000 of existing indebtedness. 


Carolina Power & Light Co. (12/11) 

Oct, 3 it was reported that this company will be in the 
market, probably in December, with an offering of $15,- 
000,000 of new bonds. Previous debt financing placed 
privately. If competitive, probable bidders are: Halsey, 
Stuart & Co. Inc.; W. C. Langley & Co. and First Boston 
Corp. (jointly); Kidder, Peabody & Co.; Lehman Broth- 
ers; Equitable Securities Corp. Proceeds will be used 
for expansion program. 


Central Hudson Gas & Electric Corp. 

Oct. 25 company announced it has asked New York 
P. S. Commission authority to issue $12,000,000 of new 
30-year first mortgage bonds, of which it plans to sell 
early in December at least $7,000,000 and the remainder 
in instalments during the following six months, Previous 
bond financing was done privately. Proceeds—For con- 
struction program. 


Chicago & Eastern Illinois RR. (11/2) 

Bids will be received up to noon (CST) on Nov. 2 
at the company’s office, Room 800, 332 So. Michigan Ave., 
Chicago 4, Ill., for the purchase from it of $3,270,000 
equpiment trust certificates, series H, to be dated Dec. 1, 
1950 and mature in 30 equal semi-annual instalments, 
Probable bidders: Halsey, Stuart & Co. Inc.; Salomon 
Bros. & Hutzler. 


Colonial Acceptance Corp., Chicago, Ill. 
Oct. 20 it was reported that it is expected company 
will file a registration statement in the near future 
covering an issue of $1,000,000 5% notes, with a 5% par- 
ticipating feature, plus additional common stock. Under- 
writers—Straus & Blosser and Sills, Fairman & Harris. 


Columbus & Southern Ohio Electric Co. 
March 9 reported planning new equity financing before 
the end of the year in the form of common stock. Pro- 
ceeds will finance a portion of the company’s construc- 
tion program, which calls for total expenditures of 
$45,900,000 in the years 1950-1952. Traditional Under- 
writer—Dillon, Read & Co. Inc., New York. 


Commonwealth Edison Co., Chicago 
Jan. 10, announced the company plans $90,000,000 addi- 
tional financing through the sale of securities. Neither 
the nature nor the time of the new financing has been 
determined. Probable bidders for bonds or debentures: 
Halsey, Stuart & Co. Inc.; Morgan, Stanley & Co.; The 
First Boston Corp.; Glore, Forgan & Co. 


Consolidated Edison Co. of New York, Inc. 
May 15, Ralph H. Tapscott, Chairman, said the company 
will require approximately $90,000,000 of “new money” 
through the sale of securities. No permanent financing is 
contemplated before this fall, however, and current ex- 
penditures are being financed by short-term loans, of 
which $16,000,000 are now outstanding. It is anticipated 
that $257,000,000 will be needed for the construction pro- 
gram over the next four years. Probable bidders: Hal- 
sey, Stuart & Co. Inc.; Morgan Stanley & Co.; First 
Boston Corp. 


Consolidated Lobster Co., Inc. 
Aug. 11 it was stated that company plans to offer addi- 
tional capital stock (no par) for subscription by stock- 
holders. At April 39, 1950 there were outstanding 34,- 
393 shares out of 47,000 shares authorized. 


® Davison Chemical Corp. 

Oct. 31, directors approved the issuance and sale of 128,- 
533 shares of common stock to be offered to commo: 
stockholders at rate of one share for each four shares 
held. Price—To be announced later. Proceeds—For plant 
expansion program. 


El Paso Electric Co. 

Sept. 19, F. C. Womack, President, announced company 
plans to sell $4,500,000 of first mortgage bonds. Under- 
writers — To be determined by competitive bidding 
Probable bidders: Halsey, Stuart & Co. Inc.; Stone & 
Webster Securities Corp.: Merrill Lynch, Pierce, Fenner 
and Beane: Salomon Bros. & Hutzler; Kidder, Peabody 
& Co.;: Equitable Securities Corp. Proceeds—To redeem 
$1,000,008 of 312% bonds due 1978 and for construction 
program. Offering—Expected in November. 


Eureka Williams Corp. 
Oct. 4 it was announced stockholders will vote Oct. 31 
on increasing authorized common stock (par $5) from 
600,000 shares to 1.000,000 shares so that company may 
be in a position “to act promptly by broadening the 
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scope of business and operations.” Traditional under- 
writers: Hornblower & Weeks and Kebbon, McCormick 
& Co. 


Facsimile & Electronics, Inc. 

Oct. 2 stockholders of this company (formerly Finch 
Telecommunications, Inc.) voted to create an authorized 
issue of 400,000 shares of class A convertible stock (par 
$1), all or part of which are to be publicly offered in the 
near future. Price—$2.50 per share. Underwriter—Gra- 
ham, Ross & Co., Inc., New York. Proceeds—To repay 
indebtedness to RFC and fer working capital. 


@® Gatineau Power Co. 

Oct. 27, the preferred stockholders of International 
Hydro-Electric System asked SEC to order B. A. Brick- 
ley, trustee, to sell sufficient Gatineau common stock 
to pay off a $9,000,000 bank loan. Probable underwriters: 
Merrill Lynch, Pierce, Fenner & Beane; Kidder, Peabody 
& Co. and Harriman Ripley & Co. 


Georgia Natural Gas Co., Albany, Ga. 
Aug. 2 filed new application with FPC for authority to 
construct a 335-mile pipeline system in Georgia and 
Florida to cost about $5,100,000, which would be fi- 
nanced through issuance of first mortgage pipe-line 
bonds and the sale of common stock. Previous appli- 
cation was withdrawn. 


@ Great Lakes Oil & Chemical Co. 
Oct. 28, it was announced that stockholders will be given 
the right to subscribe for additional capital stock at the 
rate of one share of stock for each held. Price—At par 
¢$1 per share). 

Hawaii (Territory of) (11/21) 
Oct. 24 a plan to issue and sell $14,000,000 of general im- 
provement bonds was reported to be under considera- 
tion. Underwriters — Te be determined by competitive 
bidding. 

Hearn Department Stores, Inc., N. Y. City 
Oct. 16 it was announced that stockholders will vote Nov. 
6 on creating an authorized issue of 40,000 shares of 5% 
cumulative convertible preferred stock (par $25), which 
are to be offered to present stockholders in the ratio of 
one preferred for each seven common shares held. Un- 
subscribed shares will be purchased by Bankers Secur- 
ities Corp. of Philadelphia. Proceeds — From this offer- 
ing, plus a $2,000,000 term bank loan, will be used to 
modernize company’s stores and to repay certain bor- 
rowings. 
@ International Minerals & Chemical Corp. 
Oct. 26, Louis Ware, President, announced stockholders 
will vote Nov. 27 on a proposed plan of new financing 
under which it is contemplated to sell to the public 
200,470 shares of common stock. This would be followed 
by a 100% stock distribution. Underwriters—Previous 
financing was handled by White, Weld & Co. Proceeds-— 
For expansion program and working capital. 


lowa Southern Utilities Co. 
April 26 company said to plan sale of first mortgage 
bonds to finance part of its $3,200,000 construction pro- 
gram for 1950. Probable underwriter: The First Boston 
Corp. 


Kansas Gas & Electric Co. 

Oct. 10 it was announced that proposed sale of $5,000,000 
first mortgage bonds, which had tentatively been sched- 
uled for Nov. 27, has now been deferred, probably until 
1951. Underwriters — To be determined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Inc.; 
Blyth & Co., Inc. and First Boston Corp. (jointly); Union 
Securities Corp.; Merrill Lynch, Pierce, Fenner & Beane 
and Kidder, Peabody & Co, (jointly). Proceeds — For 
construction program. (See also registration of common 
and preferred stocks above). 


Metropolitan Edison Co. (12 12) 
Oct. 9 it was reported company plans to issue and sell 
in December $5,250,000 of new first mortgage bonds and 
20,000 shares of preferred stock (par $100). Proceeds 
would be applied toward the retirement at maturity of 
approximately $1,250,000 of 5% non-callable (assumed) 
bonds of York Haven Water & Power Co., and the bal- 
ance toward expansion program. Underwriters—To be 
determined by competitive bidding. Probable bidders: 
(1) For bonds: Halsey, Stuart & Co. Inc.; First Boston 
Corp,; Carl M. Loeb, Rhoades & Co.; Drexel & Co.; 
Kuhn, Loeb & Co.; Kidder, Peabody & Co.; White, Weld 
& Co.: Harriman Ripley & Co. and Union Securities 
Corp. (jointly): Lehman Brothers. (2) For preferred: 
Drexel & Co.: Smith Barney & Co. and Goldman. Sachs 
& Co. (jointly); Carl M. Loeb, Rhoades & Co.; Kidder, 
Peabody & Co.: Glore, Forgan & Co. and W. C. Langeley 
& Co. (jointly). Registration—Expected to be filed soon. 
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Michigan Consolidated Gas Co. 

Aug. 7 it was announced company contemplates sale 
in 1951 of about $10,000,000 of preferred stock (in addi- 
tion to $20,000,000 of bonds filed Oct. 16 with SEC and 
428.574 shares of common stock to be sold to parent, 
American Natural Gas Co.). Underwriters—To be deter- 
mined by competitive bidding. Probable bidders: White, 
Weld & Co. and Lehman Brothers (jointly); Smith, Bar- 
ney & Co. and Blyth & Co., Inc. (jointly). Proeeeds— 
For construction program. 


Michigan-Wisconsin Pipe Line Co. 
July 25 company received SEC authority to borrow not 
more than $20,000,000 from banks. A permanent financ- 
ing program provides for the elimination of these bank 
loans prior to their maturity, July 1, 1951, and such pro- 
gram will include the issuance and sale of $12,000,000 
additional bonds and $3,000,000 of additional common 
stock (latter to American Natural Gas Co., the parent). 
Previous debt financing was placed privately. If com- 
petitive probable bidders may include The First Boston 
Corp.; Harriman Ripley & Co., Inc.; Glore, Forgan & Co, 


MidSouth Gas Co. 
July 31 it was announced that this newly organized 
company may issue and sell publicly $2,800,000 of com- 
mon stock and place privately with institutional investors 
$6,900,000 of 20-year 358% first mortgage bonds, the 
proceeds to be used in connection with the acquisition 
of the gas distribution properties of Arkansas Power & 
Light Co., which was authorized by SEC on Sept. 7. 
Initially it is planned to sell $800,000 stock and 
$1,500,000 of bonds. Underwriter for Stock—Equitable 


Securities Corp., T. J. Raney & Sons and Womeldorff & 
Lindsay. 


Mississippi River Fuel Corp., St. Louis, Mo. 
Oct. 4 it was announced that plans to finance the instal- 
jation of additional compressor units on the company’s 
pipeline system in Arkansas and Missouri will be sup- 
plued later. The estimated cost of the new facilities is 
$5,500,000. Previous bond financing was arranged for 
privately through Union Securities Corp., who also acted 


as underwriter for a common stock issue in April of this 
year. 


Missouri-Kansas-Texas RR. (11/29) 
Oct. 16 it was reported company is planning ot issue $5,- 
700,000 of equipment trust certificates. Probable bidders: 
Halsey, Stuart & Co. Inc.; Salomon Bros. & Hutzler; 
Lehman Brothers; Harris, Hall & Co. (Inc.); R. W. Press- 
prich & Co. 


Monongahela Power Co. 

Oct. 20 it was announced that financing plans would 
be announced later in connection with the construction 
of a new electric generating station of 150,000 kilowatts 
capacity at a cost of approximately $20,000,000. Prob- 
able bidders for bonds: Halsey, Stuart & Co. Inc.; Equit- 
able Securities Corp.; W. C. Langley & Co. and The First 
Boston Corp. (jointly); Union Securities Corp.; Salomon 
Bros, & Hutzler; Lehman Brothers; Kidder, Peabody & 
Co. and White, Weld & Co. (jointly); Merrill Lynch, 
Pierce, Fenner & Beane; Glore, Forgan & Co. Probable 
bidders for preferred stock: Kuhn, Loeb & Co.; Kidder, 
Peabody & Co.; Lehman Brothers; W. C. Langley & Co.; 
Harriman Ripley & Co., Inc. 


Montana-Dakota Utilities Co. 

Oct. 11 company asked FPC for authority to issue $2,- 
800,000 of 212% promissory notes to banks to provide 
funds for its expansion program. These notes, together 
with $3,000,000 of notes authorized by FPC last May, are 
to be refunded by permanent financing before April 1. 
1951. Traditional underwriters are Blyth & Co., Inc. and 
Merrill Lynch, Pierce, Fenner & Beane. 


Mountain Fuel Supply Co. of Utah 
June 6 company announced plans to create a new firm 
to take over its exploration and development of natural 
gas and oil operations. It will be financed, in part, 
through public sale by the new unit of 1,000,000 shares of 
capital stock (par $8). Financing plan submitted by First 
Boston Corp. Expected this Fall. 


@® National Video Corp., Chicago, Ill. 

Oct. 23 it was reported this company contemplates the 
offering of additional capital stock, the proceeds of which 
are to be used to finance, in part, the cost of erection of 
a new $1,200,000 building and an additional $1,000,000 
for new equpipment. Most of the funds necessary for this 
expansion are expected to come from earnings. 


New England Power Co. 

April 24 it was estimated that about $37,000,000 new 
financing will be required to pay construction costs 
estimated at $40,000,000 for 1950 to 1952. Present plans 
are to issue this Fall $10,000,000 bonds and 70,000 to 80,- 
000 shares of preferred stock. Probable bidders: (1) For 
bonds—Halsey, Stuart & Co., Inc. (2) for bonds and pre- 
ferred: Harriman Ripley & Co. Inc.; Lehman Brothers; 
Kidder, Peabody & Co.; First Boston Corp.; Merrill 
Lynch, Pierce, Fenner & Beane; (3) for preferred: 
W. C. Langley & Co. 


New Hampshire Electric Co. 

Sept. 7 company applied for authority to issue 15,000 
shares of $4.50 preferred stock (par $100) and 140,000 
shares of common stock (no par) which are to be ex- 
changed for presently outstanding 150,000 shares of com- 
mon stock (no par) held by New England Gas & Electric 
Association. Latter plans to dispose of this investment 
prior to Sept. 1, 1951. 


@ New York Central RR. (11/9) 

Oct. 20 it was announced company plans issuance and 
sale of $4,800,000 of equipment trust certificates, third 
equipment trust of 1950, to mature $320,000 annually 
from 1951 to 1965, inclusive. Probable bidders include: 
Halsey, Stuart & Co. Inc.; Salomon Bros. & Hutzler; 
Harriman Ripley & Co., Inc. and Lehman Brothers 
(jointly). 


@® Niagara Gas Transmission Ltd. (Canada) 

Oct. 20, it was announced that this company, a subsidiary 
of Consumers’ Gas Co., plans to build a pipe line in 
Canada to export from Tennessee Gas Transmission Co. 
Texas natural gas by way of the Niagara border. ‘the 
total cost of the project is estimated at $6,000,000, of 
which $2,000,000 will be represented by 400,000 shares 
of capital stock, par $5, and $4,000,000 to be raised by the 
issue of bonds. 


@® Niagara Mohawk Power Corp. 

Oct. 24 the company estimated that, through 1951, it will 
require not more than $35,000,000 of additional debt or 
equity financing in connection with its 1951 construction 
which is expected to cost $52,328,000. This amount is in 
addition to the sale on Oct. 31 of $40,000,000 general 
mortgage bonds due Oct. 1, 1980. Probable bidders for 
new bonds: Halsey, Stuart & Co. Inc.; Morgan Stanley 
& Co.; Kuhn, Loeb & Co.; The First Boston Corp. 
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North American Car Corp. 
Aug, 15 it was reported that the company is to issue and 
sell publicly not exceeding 40,000 shares of common 
stock (par $10). Probable underwriter: Glore, Forgan 
& Co., New York. The proceeds are to be used for car 
rebuilding program. 


North Penn Gas Co. 
Sept. 25 it was announced company plans permanent 
financing following merger of the Pennsylvania sub- 
sidiaries of Pennsylvania Gas & Electric Corp., the 


parent. Proceeds—To retire, in part, proposed bank loang 
of $3,000,000. 


Oklahoma Gas & Electric Co. 

Sept. 28 a plan was filed with the SEC, which provides, 
in part, for the refunding of the outstanding $6,500,000 
5%4% cumulative preferred stock (par $100) with an 
equal par amount of preferred stock having a lower 
dividend rate ‘‘as soon as the transaction becomes eco- 
nomically sound,” and to finance part of the company’s 
construction program by the issuance and sale of addi- 
tional common stock. Stockholders will vote early in 
November on changing each of the 1,076,900 shares of 
$20 common stock now outstanding to two shares of 
common stock, $10 par each; and on changing the 825,000 
shares of authorized but unallotted shares, $20 par, of 
4% cumulative preferred stock to 165,000 shares of $100 
par cumulative preferred stock. Probable underwriters: 
Harriman Ripley & Co., Inc.; Smith, Barney & Co. 


Pennsylvania Electric Co. 

Oct. 4 company was reported to be planning the issuance 
early next year of about $10,000,000 new bonds. Probable 
bidders: Halsey, Stuart & Co. Inc.; Kidder, Peabody & 
Co.; Merrill Lynch, Pierce, Fenner & Beane; Union Se- 
curities Corp. and White, Weld & Co. (jointly); Equit- 
able Securities Corp.; The First Boston Corp.; Kuhn, 
Loeb & Co.; Harriman Ripley & Co., Inc. Proceeds are 
to be used to finance construction program, 


@® Pennsylvania Power & Light Co. 

Oct. 26 Chas. E. Oakes, President, stated the company 
will require about $24,000,000 of new capital over the 
next three years through the sale of securities, with 
$15,000,000 to be raised in the next 15 months. It is re- 
ported that not over 75,000 shares of series preferred 
stock may be sold late this year or early 1951. Traditional 
Underwriters—The First Boston Corp. and Drexel & 
Co. Proceeds—To finance, in part, the company’s con- 
struction program. 

Roosevelt Mills, Inc., Manchester, Conn. 

July 20 company was reported to be negotiating with a 
group of underwriters for a public stock offering of 
about $150,000 of additional capital stock at $1 or $2 
per share. There are presently outstanding 1,381 shares 
of stock. which are closely held. 

San Diego Gas & Electric Co. 

July 31 it was reported that the company’s original plan 
to issue between $8,000,000 and $10,000,000 of bonds 
late this year may be changed to preferred stock, de- 
pending upon market conditions. If negotiated, Blyth & 
Co., Inc., may handle financing. If competitive, probable 
bidders are: Blyth & Co., Inc.; Lehman Brothers and 
Bear, Stearns & Co. (jointly); First Boston Corp.; White, 
Weld & Co. and Shields & Co. (jointly); Merrill Lynch, 
Pierce, Fenner & Beane; Union Securities Corp.; Salo- 
mon Bros. & Hutzler. Proceeds would go toward con= 
struction program. 

South Georgia Natural Gas Co., Atlanta, Ga. 
Aug. 23 company applied with FPC an amended applita- 
tion for authority to build a 526.9 miles pipe line in 
Georgia and Florida which, it is estimated, will cost be- 
tween $10,500,000 and $12,080,000 to be financed by sale 
of first mortgage bonds and the issuance of junior secuzt= 
ities. Probable underwriter: Courts & Co. 


Southeastern Michigan Gas Co., Chicago, ['l/l. 
June 12 it was announced company plans issuance and 
sale of first mortgage bonds, debentures, preferred stock 
and common stock in connection with its proposed new 
pipe line in Michigan to cost approximately $1,400,000. 
Application is before FPC, 

Southern California Edison Co. 

Sept. 27, W. C. Mullendore, President, announced that 
company will have to raise $50,000,000 in new capiial 
within the next 18 months to finance its 1951 construc- 
tion program. Total financing may involve $55,000,000 
in new bonds. Probable bidders: Halsey, Stuart & Co. 
Inc.; Blyth & Co., Inc.; The First Boston Corp. and 
Harris, Hall & Co. (Inc.) (jointly); Shields & Co. 

® Southern Natural Gas Co. 

Nov. 1, Chirstopher T. Chenery, Chairman, announced 
company will soon file with SEC a financing program 
which is expected to comprise $17,500,000 of 20-year 
first mortgage pipeline bonds and 155,546 shares of ad- 
ditional common stock (latter to be offered for subscrio- 
tion by stockholders in ratio of one share for each 10 
shares held). Price—For stock to be announced later 
Underwriters—For bonds to be determined by competi- 
tive bidding. Probable bidders: Halsey, Stuart & Co. Inc.; 
Blyth & Co., Inc. and Kidder, Peabody & Co. (jointly); 
The First Boston Corp. Proceeds—To repay a $20,000,000 
2% bank loan due July 1, 1951, and the balance (ex- 
pected to exceed $1,500,000) to provide some additional 
working capital. 

@ Southern Production Co., Inc. (11/20) 

Oct. 26 the Attorney General of the U. S. invited bids 
for the purchase from him of a block of 7,020 shares of 
common stock. These shares represent approximately ‘2 
of 1% of the 1,049,212 shares of stock issued and out- 
standing. Bids—Must be presented at the Office of Alien 
Property, 120 Broadway, New York 5, N. Y., on or before 
11 a.m. (EST) on Nov. 20. 
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Southern Union Gas Co. 

Oct. 20 it was reported company plans to raise between 
$7,000,000 and $8,000,000 through the sale of new secur- 
ities next Spring. Underwriter — Blair, Rollins & Co., 
Inc., handled the financing early this year of $18,000,000 
of first mortgage 27%.% bonds and $3,000,000 of 454% 
preferred stock (par $100). Proceeds—To repay $3,000,- 
000 of bank loans and for construction expenditures. 


@ Southwestern Gas & Electric Co. (12 4) 

Oct. 30 asked SEC authority to issue and sell $6,000,000 
new first mortgage bonds, series, due Dec. 1, 1980. 
Underwriters—To be determined by competitive bidding. 
Probable bidders: Halsey, Stuart & Co. Inc.; Salomon 
Bros. & Hutzler, and Carl M. Loeb, Rhoades & Co. 
(jointly); Lehman Brothers; Equitable Securities Corp.; 
White, Weld & Co. and Kidder, Peabody & Co. (jointly); 
Otis & Co. (Inc.); Merrill Lynch, Pierce, Fenner & 
Beane and Union Securities Corp. (jointly); The First 
Boston Corp. Preceeds—For construction program. 

Texas Eastern Transmission Corp. 

Oct. 9 it was announced company plans to raise approxi- 
mately $40,000,000 of equity money, which would be sup- 
plemented by approximately $70,000,000 of first mortgage 
pipe line bonds (latter may be placed privately). Under- 
writer—Dillon, Read & Co. Inc., New York. Proceeds— 
For expansion program. Increase in Capitalization— 
Stockholders will vote Nov. 3 on authorizing 600,000 
shares of preferred stock (par $100) and to increase the 
common stock from 6,000,000 to 7,500,000 shares. 


Texas Illinois Natural Gas Pipeline Co. 


Sept. 15 company applied to the FPC for authority to 
construct approximately 72 miles of new line in Texas 
at an estimated cost of $11,581,800. It is planned to issue 
first mortgage bonds for 75% of the required capital 
and to raise the remaining 25% through the sale of com- 
mon stock. Probable underwriters—White, Weld & Co. 
and Glore, Forgan & Co. 


Toledo Edison Co. 
May 9 it was announced that the company plans to issue 
and sell $7,500,000 additional first mortgage bonds in 
December, 1950; and probably additional common stock 
sometime during 1951, the proceeds to be used to com- 
plete expansion program. Probable bidders: Halsey, 
Stuart & Co. Inc.; W. C. Langley & Co.; Kidder, Peabody 
& Co., White, Weld & Co. and Merrill Lynch, Pierce, 
Fenner & Beane (jointly); First Boston Corp. and Glore, 
Forgan & Co. (jointly); Lehman Brothers, Harriman 
Ripley & Co., Inc., Bear, Stearns & Co. and Carl M. 
Loeb, Rhoades & Co. (jointly); Smith, Barney & Co.: 
Union Securities Corp. 
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@ Union Electric Co. of Missouri 
Oct. 30 asked SEC authority to issue and sell $25,000,000 
of 30-year first mortgage and collateral bonds. Under- 
writers To be determined by competitive bidding. 
Probable bidders: Halsey, Stuart & Co. Inc.; Blyth & 
Co., Inc., Kuhn, Loeb & Co. and Harriman Ripley & Co., 
Inc. (jointly); The First Boston Corp.; Lehman Bros.; 
Dillon, Read & Co. Inc.; White, Weld & Co. and Shields 
& Co. (jointly). Proceeds—To finance construction pro- 
gram and pay bank loans. 

United Gas Corp. 
Oct. 6 it was reported company will probably sell be- 
tween $100,000,000 and $125,000,000 of new bonds before 
end of this year, the proceeds to be used to finance con- 
struction of 1,130 miles of pipe line, which, it is estimated 
will cost approximately $115,000,000. 

United Gas Pipe Line Co. 


July 25 filed with FPC for authority to build 1,130 miles 
of new lines in Texas, Louisiana and Mississippi at a 
cost of about $110,000,000, including new facilities. It is 
probable that the bulk of this new capital will be raised 
through the public sale of new securities. 


United States Pipe Line Co. (Del.) 
Sept. 25, it was announced that this company had been 


formed to build, own and operate a petroleum products 
pipeline from the Texas Gulf Coast to St. Louis, Chicago 


and other midwest markets to operate as a “common 
carrier.” The initial financing has been arranged for 
privately, with no public offering expected for at least 
two years. E. Holley Poe and Paul Ryan, of 70 Pine St., 
New York, N. Y., are the principal officers of the cor- 
poration. 


Utah Power & Light Co. 
Oct. 17 it was announced that present plans call for the 
company to offer approximately $12,000,000 of new bonds 
and about 200,000 additional shares of common stock in 
1951 to provide funds for its construction program. 
Underwriters—To be determined by competitive bidding. 
Probable bidders: (1) For bonds: Halsey, Stuart & Co. 
Inc.; Kidder, Peabody & Co.; Lehman Brothers, and 
Bear, Stearns & Co. (jointly); White, Weld & Co.; Salo- 
mon Bros. & Hutzler; First Boston Corp., and Blyth & 
Co., Inc. (jointly); Union Securities Corp., and Smith, 
Barney & Co. (jointly); and (2) for stock: Blyth & Co., 
Inc.; W. C. Langley & Co., and Glore, Forgan & Co. 
(jointly); Union Securities Corp., and Smith, Barney & 
Co. (jointly); Lehman Brothers, and Bear, Stearns & Co. 
(jointly); Kidder, Peabody & Co., and Merrill Lynch, 
Pierce, Fenner & Beane (jointly). 


Valley Gas Pipe Line Co., Inc., Houston, Tex. 
June 27 company sought FPC authorization to construct’ 
a $144,500,000 pipeline project to carry natural gas from 
the Gulf Coast and off-shore fields in Louisiana and 
Texas to markets in Indiana, Ohio and Michigan. Com- 
pany 1s now in process of completing negotiations for 
its major financing requirements. 

Warner-Hudnut, Inc. 


July 20 change in company’s name from William R. 
Warner & Co., Inc. was approved, but no action was 
taken on proposed recapitalization plan, due to market 
conditions. It is planned to file a registration with the 
SEC covering the sale of approximately 325,000 shares 
of the proposed new common stock (par $1) to the pub- 
lic through a nation-wide group of underwriters headed 
by F. Eberstadt & Co., Inc. 


Washington Water Power Co. 

Oct. 30 company received SEC authority to increase bank 
borrowings from $4,500,000 to $7,150,000 in order to meet 
its construction requirements pending permanent financ- 
ing. In September, the Washington P. U. Commission 
denied an anplication to borrow $3,850,000 additional to 
retire 35,000 shares of $6 cumulative preferred stock of 
no par value. Probable bidders: (1) For stock or bonds: 
Blyth & Co., Inc.; Smith, Barney & Co. and White, Weld 
& Co. (jointly): W. C. Langley & Co. and The First 
Boston Corp. (jointly); (2) For bonds only: Halsey, 
Stuart & Co. Inc. 


Western Pacific RR. (11/15) 
Sept. 5 it was announced company plans issuance and 
sale of $22,000,000 3% first and refunding mortgage bonds. 
Probable bidders: Halsey, Stuart & Co. Inc.; Blyth & Co. | 
Inc.; Lehman Bros. and Bear, Stearns & Co. (jointly); 
Union Securities Corp. and Glore, Forgan & Co. (jointly). 
Proceeds—To retire $10,000,000 first mortgage 4% bonds 
and $6,133,000 convertible income 442% bonds due 2014, 
and over $5,000,000 “new money.” Expected about mid-_ 
dle of November. 


Worcester County Electric Co. ' 
Sept. 25 a plan was filed with the SEC, the FPC and the 
Massachusetts Department of Public Utilities providing 
for the merger with this company of seven other sub- 
sidiaries of New England Electric System, following 
which Worcester County proposes to issue and sell $12,-. 
000,000 of first mortgage bonds to retire bank loans of 
the companies participating in the merger. Probable 
bidders: Halsey, Stuart & Co. Inc.; Lehman Brothers; 
Merrill Lynch, Pierce, Fenner & Beane; Kidder, Peabody 
& Co.; First Boston Corp.; Harriman Ripley & Co., Ine. 
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How High Taxes Can Raise Prices 


changes in the price level, wheth- 
er relatively abrupt or merely 
gradual, when not caused by sub- 
stantial additions to the volume 
of currency, may not be inflation 
in the generally accepted sense, 
it nevertheless can have the same 
effect on the national economy or 
on individual and public morale 
as excessive issues of currency, 
such as has characterized most 
wartime periods. And as already 
stated, since taxes can and fre- 
quently are a cause of higher 
prices, they can, on occasions, be 
a cause of a severe rising trend in 
prices. 


Question of Amount and 
Amplitude of Tax Increases 
Whether taxation can be a 

source of higher prices, of course, 
depends on the character and im- 
pact of the taxes, and the possi- 
bility or probability of their 
shifting and their final incidence. 
This is a complex subject. For- 
mulas and theories of tax shifting 
that have been devised have not 
generally worked out in practice. 
Thus, ever since Adam Smith laid 
down the principle that taxes on 
wages could be shifted, and that 
even when levied on skilled em- 
ployments and professions. could 
be passed to others whom they 
serve, because their compensation 
“necessarily keeps a certain pro- 
portion to the emoluments of 
inferior trades,’ it has been 
widely accepted doctrine that 
taxes on wages or fees are not 
generally borne by the workers, 
but by employers, whose profits 
are proportionately reduced 
thereby. This is the so-called 
“classical theory,” but it amounts 


to a generalization that has not 
been always borne out by the 
facts. As stated by the late Prof. 
Edwin R. A. Seligman (who, 
probably more than any other 
economist, living or dead, delved 
into the perplexities of the inci- 
dence and shifting of taxation), 
“whether or not a tax on wages 
will be shifted on profits, even 
in the long run, depends entirely 
on the relative strength of the 
labor organization and on other 
conditions which may compel the 
employer to an increase of wages 
equivalent to the amount of the 
tax.” If Prof. Seligman were 
living today he, undoubtedly, 
would have to acknowledge that 
because of the existing strength 
of labor organizations and the 
present upward phase of the bus- 
iness cycle (i.e. full employment 
under artificially expanded con- 
sumer demand), taxes on wages 
and salaries have already been 
shifted and are still being shifted 
to employers, who in turn, because 
of large and expanded consumer 
buying, are enabled to add the 
cost thereof to prices of their 
products. Thus, much of the bur- 
den of high taxes can spread over 
the whole economy in the form of 
higher prices. This means a gen- 
eral diffusion of such taxes. 


Taxes on Profits Can 
Shifted to Consumers 

As regards taxes on profits, 
which, according to classical econ- 
omy theory, cannot be _ shifted 
because profits and rents are con- 
sidered as “residuals” and “dif- 
ferentials,’ having no available 
channel for relief of their burden, 
experience also tends to prove 


Be 


merely has to review the trends 
of corporate profits in the war 
and postwar years to get evidence 
of the shiftability of taxes on net 
income under conditions of high 
consumer demand. The rate of 
corporate earnings, in spite of the 
high wartime corporate income 
tax levy in this period has been 
kept at a level as high, if not 
higher, than any other period 
within recent times. Maintenance 
of the price level and the ability 
to shift higher costs, including 
taxes, to the consumer, undoubt- 
edly has been the chief cause of 
this. 

Whether higher taxes, particu- 
larly individual income taxes 
at the present time will be infla- 
tionary or non-inflationary, of 
course, depends on a number of 
circumstances. These circum- 
stances include such matters 
the amount and amplitude of the 
increases; the economic position 
of the taxpayers, either as groups 
or as individuals; the present 
phase of the inflation or business 
cycle; and, lastly but not least, 
the psychological attitude of the 
public toward spending or sav- 
ing of private incomes (i.e. ‘the 
propensity to consume,” as the 
late Lord Keynes states it). 

If, for example, taxes are levied 
on any group to the extent that 
the living standards of that group 
are not appreciably impaired, the 
tax does not result, as a rule, in 
less consumer spending, but rather 
in less saving and investment. 
This appears intrinsically to be 
the situation today at present tax 
levels. But, workers or wage- 
earners in the higher income 
brackets, if they have the eco- 
nomic power (as they apparently 
do at present), can as readily pass 
on their taxes to their employers 
or clients as those in the very 


as 


groups, such as skilled -workers, 
professional men and executives, 
should have an inflationary effect, 
since the higher earnings they de- 
mand because of higher taxes, 
merely means higher prices. 

All this would lead to the in- 
ference that excessively high in- 
come and corporate taxes, if they 
can be shifted to consumers in the 
form of higher prices, may be a 
cause and not a prevention of 
inflation, if, by inflation, we mean 
rising prices. Such taxes, in their 
effects, are not necessarily an 
offset to enormous additions to 
the supply of money and demand 
deposits arising from heavy gov- 
ernment spending. On the other 
hand, if, for some cause, such 
increase in taxes cannot be shifted 
by individuals and corporations, 
they may have an equally dele- 
terious effect; namely, they will 
tend to curtail savings and invest- 
ment and thus, in the end, pro- 
duce unemployment and economic 
depression. 


Are There Other Remedies? 

From the arguments presented 
above, it looks as if the struggle 
to curb inflation is hopeless. Such, 
however, is not the case. A rising 
price trend can be curbed, not 
only by natural economic laws, 
but also by a sound public morale, 
and the instruments of central 
banking and fiscal policy. When 
prices rise, due to heavy consumer 
demands, there is frequently a 
point reached where consumers 
balk, and such buyers’ strikes are 
not unknown in our own nistory. 
Such a buyer’s strike put an end 
to the inflationary period of the 
early 1920s. Moreover, heavy con- 
sumer demands should lead to 
greater and more intensified pro- 
duction of goods and services, and 
by this increase in supply will 


creased production should lead to 
greater demands for capital, with 
resulting stepped up interest rates. 
In fact, higher interest rates are a 
powerful deterrent to inflation, if 
not offset by other factors such as 
excessive speculation. It might be 
said that nothing has contributed 
sO much to our postwar inflation 
than the Treasury’s low interest 
rate policy, combined with a 
policy of government financing 
through short-term obligations ac- 
quired almost solely by commer- 
cial banks. Let this policy be 
gradually abandoned, and a real 
weapon against inflation will be 
put to work. 

Another remedy against infla- 
tion is harder work by the popula- 
tion and greater production, com- 
bined with improved mechanical 
techniques. But if we are to have 
more production it. should not 
come about through over-expan- 
sion of credit. Certainly, we have 
the lesson of the postwar housing 
programs in creating a powerful 
upward pressure on prices. The 
easy mortgage market, the gov- 
ernment mortgage guarantees, the 
veterans’ loans and other liberal 
features of the postwar housing 
legislation has undeniably been a 
contributing factor in the current 
inflation. Until these pressures 
are removed, the fight against in- 
flation is almost hopeless. 

Finally, there is the matter of 
government civilian spending. 
More economical and restricted 
spending of both Federal and lo- 
cal governments has, thus far, 
been given only “lip service.” Un- 
til unnecessary and ill-advised 
extravagance in government is 
abated, the inflationary trend will 


be constant and permanent. 
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Buyers Still Choosey 


Institutional buyers are still in- 
clined to be highly selective in 
their buying of new issues. And 
consequently this decides whether 
a given deal is a fast one or a 
slow mover. 

That became apparent again 
this week when Milwaukee Gas 
Light Co. sold $27,000,000 of new 
first mortgage bonds and $6,000,- 
- 000 of new debentures, and 
Niagara Mohawk Power Co. dis- 
posed of $40,000,000 of new bonds. 


The Milwaukee bonds, rated 
BAA, were priced to yield 3.05% 
and the Niagara issue offered a 
yield of 2.82% for an A rating. 
The first mentioned issue moved 
out quickly while Niagara Mo- 
hawk lagged. 

Some people seemed to feel that 
the “name” had_= considerable 
weight, since Milwaukee Gas is 
something of a scarce name, while 
underliers come ahead of the new 
Mohawks. 


Bidding Is Close 

The week’s largest undertaking, 
Niagara Mohawk’s new _ bonds, 
brought out a total of four bids, 
the highest being 100.631 and the 
lowest 100.169, all for a 2%% 
coupon rate. 

So the differential between the 
winning bid and the lowest was 
only $4.62 a $1,000 piece while the 
bid of the runner-up was only 
$2.21 below that of the successful 
group. 

Accordingly the apparent lack 
of immediate interest on the part 
of buyers could not be ascribed to 
any wide 
regarded pricing. 
Week Ahead 

Most of the new = securities 
brought out this week moved 
ahead to ultimate investors in 
fairly good style. But where there 
was some dragging, it looks 
though there'll be ample oppor- 
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A. P. W. Products Company 
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tunity to work off the loose ends 
in the week ahead. 


Those who follow the new is- 
sue calendar closely were moved 
to point out that only a smatter- 
ing of new municipals are slated 
to reach market next week. 

With election day falling on 
Tuesday and Armistice Day at 
the week-end, the week promises 
to be decidedly slow so far as new 
issues are concerned. Meanwhile 
bankers and dealers will have an 
opportunity to work off part of 
the stocks standing on shelves. 


Joins Louis Love Co. 
(Special to THE FINANCIAL CHRONICLE) 
MENLO PARK, Calif. — John 
S. Hassan has become associated 
with Louis A. Love Co., 700 Her- 
mosa Way. He was formerly with 
Conrad, Bruce & Co. and First 
California Company. 


Taylor in New Connection 
(Special to THe Financia CHRONICLE) 
OAKLAND, Calif.—'Philip B. 
Taylor has become associated with 
Investors Diversified Services, 


Inc. He was formerly with Wil- 
liam Leib & Co. of San Francisco, 
and with Hannaford & Talbot. 


DIVIDEND NOTICES 











AMERICAN GAS 
AND ELECTRIC COMPANY 
a 


Common Stoek Dividend 


e AVssuler auarterly dividend of 

seventy-five cents (75c) per share 
on the Common capital stock of the Com- 
pany issued and outstanding in the hands of 
the public has been declared payable De 
cember 11, 1950, to the holders of record 
at the close of business November 14, 1950 


W. J. ROSE, Secretary. 


1950 





Novembe: 1 
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Midwest Exch. Members 


CHICAGO, Ill.—The Executive 
Committee cf the Midwest Stock 
Exchange elected to membership: 

H. I. Josey, H. I. Josey & Co., 
Oklahoma City, Okla.; Carleton L. 
Hoadley, Hincks Bros. & Co., Inc., 
Bridgeport, Conn.; Sidney J. Mohr, 
Jr., Thornton, Mohr & Co., Mont- 
gomery, Ala.; Arthur C. McCall, 
Alester G. Furman Co., Green- 
ville, South Carolina; Robert G. 
Lewis, Robert G. Lewis & Co., 
Rockford, I[1l. 


With Standard Inv. Co. 


(Special to THE FINANCIAL CHRONICLE) 


PASADENA, Calif.—Reese T, 
Coradine has become associated 
with Standard Investment Co. of 
California, 87 South Lake Avenue. 
He was formerly with Floyd A. Al- 
len & Co., Oscar F. Kraft & Co. 
and Gross, Rogers & Co. In the 
past he was in the investment 
business in Chicago. 


DIVIDEND NOTICES 


CALUMET AND HECLA CONSOLIDATED 
COPPER COMPANY 
DIVIDEND NO. 66 
A dividend of fifty cents ($0.50) per share 
will be paic on December 1, 1950, to holders of 
the outstanding Capital Stock of the Calumet 
and Hecla Consolidated Copper Company of 
record at the ciose of business November 17, 
1950. Checks will be mailed from the Old 
Colony Trust Company, Boston, Mass 
J. H. ELLIOTT, Secretary 
BOSTON, MASS., October 26, 1950 











The Colorado Fuel & Iron 


Corporation 

DIVIDEND ON PREFERRED STOCK 
At a meeting of the Board of 
The Colorado Fuel and Iron Corporation, held 
On November 1, 1950, the regular dividend in 
the amount of twenty-five cents per share was 
declared on its preferred stock, payable Decem- 
ber 1, 1950 to stockholders of record at close of 

business on November 10, 1950. 

D. C. McGREW, Secretary 


Directors of 
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y 4 American JSotaceo- ‘ met A 


111 Fifth Avenue New York 3,N.Y. 


18 CoMMON DIVIDEND 


A regular dividend 


(75¢) 


\ Cents 
en declared upon the 
AMERICAN TOBACCO 
ish on December 1, 


Seventy-five 

per sl 

Common Stocl iil 

COMPANY, ivable in 

1950. to stockholders of record at the close 
10, Checks will 


of business November 1950 
led 


@ idl 


Harry L. Hityvarp, Treasurer 


12, 37 


INVESTMENT COMPANY 
OF ILLINOIS 


8QTH CONSECUTIVE DIVIDEND 
ON COMMON STOCK 
The Board of Directors voted a 


25 per cent stock split up, distrib- 
utable November 22, 1950, to 
stockholders of record at the close 
business November 15, 1950. 


The Board also declared an in- 
creased quarterly dividend on the 
Common Stock of 40 cents per 
share. which also applies to addi- 
tional shares resulting from the 
stock split up. payable December 
1, 1950, to stockholders of record 
at the close of business November 
15, 1950. 

This completes 20 years of con- 
secutive quarterly dividend pay- 
ments on the Common Stock. 

D. L. BARNES, JR. 


Treasurer 


of 


October 23, 1950 


Financing the Consumer through na- 
tion-wide subsidiaries — principally : 
Public Loan Corporation 
Loan Service Corporation 
Ohio Finance Company 
General Public Loan 
Corpovation 
ee 


METER COMPANY 


Incorporated 


60 EAST 42ND STREET 


AMERICAN 


cnn 
AMERICAN 
METER New York, October 26, 
co A dividend of Fifty Cents 
($.59) per share has been 
declared on the Capital 
Stock of the Company, pay- 
December 15, 1950 stockholders of rec- 
at the close of busins November 30, 1950 
S. L. BLUME 


1950 


EST. 1836 


able 


ord 


to 


Secretary. 








American . Standard 
RADIATOR Sanitary 
Yew York CORPORATION LU ttshurgh 


PREFERRED DIVIDEND 
COMMON DIVIDEND 


A quarterly dividend of $1.75 per share 
on the Preferred Stock has been declared, 
payable December 1, 1950 to stockholders 
of record at the close of business on No- 
vember 22, 1950. 

A dividend of 25 cents per share and a 
special dividend of 50 cents per share on 
the Common Stock have been declared, 
payable December 15, 1950 to stock 
holders of record at the close of business 
on November 22, 1950. 

JOHN E. KING 


Treasurer 














THE FLINTKOTE COMPANY 


30 ROCKEFELLER NEW YORK 20, 


A quarterly dividend of $1.00 per 
share been the 
$4 Cumulative Preferred Stock 
payable December 15, 1950 to stock- 
holders of record at the close of busi- 
1950 


has declared on 


ness December 1, 





A quarterly dividend of $.50 and 
end $1.00 


have declared 


a year dividend of per 


share been the 
Common Stock payable Decem- 
ber 11, 1950, to stockholders of rec- 
ord at the close 


ber 25, 1950 


on 


of business Novem- 


CLIFTON W. GREGG, 
Vice-President and Tre wel 
November 1, 1950 














Joins Walston, Hoffman 
(Special to THe FInaNcIAL CHRONICLE) 


SAN FRANCISCO, Calif. 
—Robert J. Rugen has become 
associated with Walston, Hoffman 


& Goodwin, 265 Montgomery 
Street, members of the New York 
and San Francisco Stock Ex- 
changes. He was formerly with 
Merrill Lynch, Pierce, Fenner & 
Beane. 


DIVIDEND NOTICES. 











HARBISON-WALKER 
REFRACTORIES COMPANY 


Pittsburgh Pennsylvania 


October 27, 1950 


Board of Directors have declared for quarter 
ending December 31, 1950, DIVIDEND ot ONE 
and ONE-HALF (115';) PER CENT or $1.50 per 
share or. PREFERRED STOCK, payable Janu- 
ary 20, 1951 to stockholders of record January 
6, 1951. Also aeclared a DIVIDEND of FIFTY 
CENTS per share on the NO PAR COMMON 
STOCK, pasable December 1, 1950 to stock- 
holders of record November 10, 1950. 


G. F. CRONMILLER, JR., 
Vice President and Secretary 
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First California Adds 
(Special to THe Financia, Curonicie) 
SAN FRANCISCO, Calif.—Lloyd 
E. Burton has been added to the 
staff of First California Company, 
300 Montgomery Street. 


——— 


DIVIDEND NOTICES — 





A quarterly dividend of 35c 
per share on the Capital 
Stock, par value $13.50 per 
share, has been declared, 
payable December 16, 1950, 
to stockholders of record 
November 22, 1950. 


THE UNITED GAS IMPROVEMENT CO. 
JOHNS HOPKINS, Treasurer 
October 24, 1950 Philadelphia, Pa. 











EATON MANUFACTURING COMPANY 


Cleveland 10, Ohio 
DIVIDEND NO. 108 


The Board of Directors 

of Eaton Manufacturing 
Company has declared a dividend 
of Fifty Cents (50°) per share on 
the 1,792,520 $2.00 par value 
common shares of the Company 
issued and outstanding, payable 
November 25, 1950, to share- 
holders of record at the close of 
business November 6th, 1950. 

H. C. STUESSY, Secretary 
Declared on October 27, 1950 





EATON MANUFACTURING COMPANY 


Cleveland 10, Ohio 


EXTRA DIVIDEND 
(DIVIDEND No. 109) 


The Board of Directors 
of Eaton Manufacturing Company 
has declared an extra dividend 
of Fifty Cents (50°) per share 
on the 1,792,520 $2.00 par value 
common shares of the Company 
issued and outstanding, payable 
November 25, 1950, to share- 
holders of record at the close of 
business November 6, 1950. 

H. C. STUESSY, Secretary 
Declared on October 27, 1950 

















St 

sank 

Stock 
Corporation 


Dividend 
Notice 


e Directors of First Bank Stock 
Corporation, Minneapolis, Min- 
nesota, on October 18, 1950, de- 
clared a quarterly dividend of 25c 
per share and an extra dividend 
of 10c per share on outstanding 
capital stock, both payable De- 
cember 11, 1950, to stockholders 
of record at the close of business 
November 10, 1950. 


E. O. JENKINS, President 

















IOWA SOUTHERN 
UTILITIES COMPANY 


ef Delaware 
Dividend Notice 
The Board 
clared the following 
4114 cents per share on its 
542% Preferred Stock ($30 par) 
35°. cents per share on its 
424% Preferred Stock ($30 par) 
30 cents per share on its 
Common Stock ($15 par) 


all dividends payable December 1, 


1950, to stockholders 
November 15, 1950. 
EDWARD L. 


October 26, 1950. 


of record 


SHUTTS, 


President. 


of Directors has de- 
dividends: 





A regular quarterly dividend of 
314%¢ per share on the 5% Con- 
vertible Preferred Stock has been 
declared payable December 1, 
1950, to stockholders of record 
November 15, 1950. 


A regular quarterly dividend of 
30¢ per share on the Common 
Stock has been declared payable 
November 30, 1950, to stockhold- 
ers of record November 15, 1950. 


M. E, GRIFFIN, 
Secretary-Treasurer. 





————— Fan 


THE YALE & TOWNE MFc. Co. 
247th & 248th Consecutive Dividends 


On Oct. 26, 1950, a special dividend, 
No. 247, of $0.50 per share, was de- 
_clared by the Board of Directors out 
of past earnings, payable on Nov. 22, 
1950, to stockholders of record at the 
close of business Nov. 6, 1950. 

The Directors also declared divi- 
dend No. 248, of $0.50 per share, pay- 
able on Jan. 2, 1951, to stockholders 
of record on Dec. 8, 1950. This divi- 
dend compares with previous quar- 
terly dividends of $0.25 a share paid 
during 1950. 


F. DUNNING 


e-President and Secretary 











rhe Board of Directors of 


STANDARD OIL COMPANY 


(Incorporated in New Jersey) 


the 


day declared a cash dividend on the 
caplial stock of $1.75 per share 
rhis dividend will be payable 
1950, to stockholders of record 
busine o'clock P.M., 
1950 
Check Ww ll be 
Stockholder 
ing dividend action should not be regarded as an 
indication of future quarterly dividends which 
will be determined on the basis of earnings and 
lactors existing at the time ot dividend 


Dec: 
at the 


mber 12, 
close of 
three on November 9, 
mailed 


will be advised that the forego- 


other 
action, 
A. C. MINTON, Secretary 


Octobe 
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INITIAL CASH 
DIVIDEND NOTICE 


The Board of Directors of the 
Company has declared an ini- 
tial cash dividend of twenty- 
five cents (25€) per share on the 
common stock of the Company, 
payable December 15, 1950, to 
stockholders of record at the 
close lof business on November 
15, 1950. 


Do 
1 acer» ignitine 
Secretary 


October 30, 1950 








TEXAS EASTERN 
TRANSMISSION CORPORATION 
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WASHINGTON, D. C.—Pull up 
a chair before the warm fire, take 
off your shoes, fill your pipe with 
tobacco or your glass with vodka 
and relax, boys and girls, for the 
Administration has got itself a 
nice new foreign policy groove. 

There “ainta going to be no war 
no more’ — for three years — so 
Jong as the government can spend 
an immensity of funds on its own 
and foreign military arms, on eco- 
nomic aid for the Europeans and 
the Asiatics, and so long as it can 
besides spend and spend and 
spend, it also can tax and tax and 
tax, and control and control and 
control. 

Obviously there has got to be 
a lot of shouting about the dan- 
gers of war, the dangers of infla- 
tion, and so on. This is because 
the Administration does want to 
spend vast sums of money, in- 
crease taxes a very great deal, and 
be allowed to continue to carry 
forward the controls which go 
with maintaining a semi-war 
state. This can’t be done without 
some shouting to keep the masses 
of voters in line and some of the 
voices which do the shouting will 
sound a little raucous. 

For you, however, there is no 
real need to worry about a war so 
jong as the money is spent in vast 
quantities for foreign and domes- 
tic armaments, the taxes really 
dig deep, and the controls are 
jJeft on. You don’t need to worry, 
subject to these conditions, for the 
Administration has got itself a 
new foreign policy groove. 

A “groove” connotes a pattern 
of plans by which everything will 
be all set and the future peace 
of the world can be assured. 

Thus the first groove of the Ad- 
ministration’s blueprint for world 
peace came after World War II. It 
included the United Nations, the 
World Sank, the Monetary Fund 
and later, the British loan. Every- 
body wanted peace — so it was 
thought—and the UN would or- 
ganize that peace. General eco- 
nomic dislocations caused by the 
war would be repaired by the 
World Bank and Monetary Fund, 
and the British loan provided spe- 
cial aid at a key point. 

True, it turned out that every- 
body did not in fact want peace, 
that the UN couldn’t assure peace, 
and that the Reds were getting 
mighty aggravating the way they 
were jostling people around, and 
that for some reason the Bank and 
Fund were not the solutions of all 
pressing economic problems. 


So the Administration got itself 
A new foreign policy groove. ECA 
in four years would do the eco- 
nomic job. It would set Europe on 
its feet, repair the ravages of war, 
restore production and hence 
make possible trade. It would not 
only restore morale and the will 
to fight via rehabilitating the 
western European economy, it 
would rehabilitate factories and 
thus make it possible for WE to 
provide the means to fight. In the 
meantime a flock of buzzing flyers 
ready to carry A-bombs would 
keep the Reds scared off. 

This second groove seemed to 
get rubbed out with Uaffaire 
Korea, so now the Administration 
has settled into a new groove. 

For three years, following the 
new groove, the U.S. will spend 
not less than $30 billion on its 
own armaments. It will spend 
other billions on foreign arms. It 
will spend something under $3 
billion for foreign economic aid. 
This includes not merely a contin- 
uation of ECA by whatever name 


it may be called, but aid for 


—— 


Turkey, Iran, Burma, Indo-China, 
Formosa, Siam, and Korea. 

After three years of this pro- 
gram western Europe will be so 
strong that the Reds won’t dare 
march in. Meantime two other 
provisos have been added—pro- 
vided (1) the U. S. does not let 
up on its own military program 
and (2) provided the U. 8S. con- 
vinces the rest of the world that it 
has no aggressive designs. 


Meanwhile the Reds will leave 
the military build-up of western 
Europe alone, or at least free from 
outside military interference. Of 
this you may be sure, for three 
reasons, or so goes the thinking. 
The Reds are afraid of the prob- 
lem they would have pacifying 
the peoples of western Europe if 
the invasion were external and 
military. Second, the Reds are 
still convinced that the strain of 
armaments will ultimately break 
the United States and maybe the 
western world. Finally, the Reds 
still have hopes of taking western 
Europe by revolutions from with- 
in. 

Although U. S. military leaders 
a scant month ago pulled the Ad- 
ministration out of the bottom of 
the well, the Administration has 
got amazingly over its fright. Best 
reports are that the Administra- 
tion is now smugly satisfied the 
Reds will not break out anywhere 
else so as to cause a conflict com- 
parable with Korea. Korea is now 
seen as “just a Red blunder.” The 
U. S., by gosh, showed the Reds 
what happens when they break 
out, and they probably won’t try 
it again in a long time. 

So jus: in three years the battle 
will be won so long as the U. S 
spends and spends and spends, 
taxes and taxes and taxes, and 
controls and controls and controls. 

What about after three years? 
Well, the newest Administration 
groove isn’t any longer than three 
years. 


The 1950 version of the “Hyde 
Park Agreement” has been signed. 


In 1941 President Roosevelt and 
Canadian Prime Minister King, 
now both deceased, met and 
agreed that then also the “eco- 
nomic efforts of the two countries 
be coordinated for the common 
defense of both countries and that 
the production and resources of 
both countries be used for the 
best combined results,” to quote 
State Secretary Acheson in ex- 
plaining the new agreement. 

Under the Hyde Park Agree- 
ment the U. S. in effect saw to it 
that through purchases in Canada 
the Dominion’s war effort would 
never hesitate for lack of U. S. 
dollars. In the case of Canadian 
Mutual Aid (Dominion form of 
Lend-Lease) the U. S&S. “lend- 
leased to Britain” the U. S. com- 
ponents needed for military or 
other goods given away to mutual 
allies by the Canadians. 

There is little in the new agree- 
ment to limit or define its scope. 
It is simply a vast undertaking 
that the two countries shall get 
together and exchange and control 
materials for the best combined 
military effort. 

For the present its scope will be 
pitched primarily at coordinating 
materials controls and use. To 
the extent that Canada expands 
its present military procurement 
program, now small in even rela- 
tive income and per capita terms 
compared to the U. S. effort, then 


the U. S. will buy heavily ir, 
Canada to see to it that the 
Dominion, habitually pressed in 
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working—afier all, it’s still two hours and twenty- 


the past for U. 
get the dollars. 

This means that eventually a 
great deal of direct procurement 
by U. S. forces will be made in 
Canada. The “Buy American” act 
supposedly requires purchases for 
U. S. forces in the United States, 
with two exceptions. One is where 
the needs of the service make it 
desirable to purchase in another 
country. The second is where the 
foreign price is lower. 

It is perhaps generally true that 
Canadian manufactured goods are 
more costly overall than those 
produced by the U. S. By simply 
concentrating heavily upon some 
items, the U. S. might be able to 
procure enough of them from the 
Dominion so that quantity pro- 
duction would bring the price 
down to comparable levels in the 
U. S. In other cases the “Buy 
American” act could simply be 
waived. 

In any case, long range, the 
U. S. is going to buy heavily 
eventually in Canada. In the light 
of recent developments affecting 
Canada’s exchange position, this 
may produce interesting results. 
The Dominion Finance Minister 
recently predicted that U. S.- 
Canadian merchandise accounts 
will come in balance this year. 
Another Dominion official pre- 
dicted that by the end of this 


calendar year Canada will pro- 
duce half her own oil require - 
ments and in a few years, all of 
them—and oil has been one of 
Canada’s drains on its U. S. ex- 
change. 

The 


S. exchange, can 


time may not be far 


off 


two and a half minutes until five o’clock!’’ 


when existing remaining Cana- 
dian regulations on the free re- 
turn of investment money may be 
relaxed. 


Before accepting finally the 
thesis that U. S. military expendi- 
tures must certainly run not less 
then $30 billion annually and 
eventually over $40 billion, one 
development will have to occur. 
That is George Marshall’s report, 
due about Dec. 1, on what he 
thinks defense needs should be 
for fiscal °52. This will have a 
bearing on the projected 3-year 
program. 

It is understood that one of the 
first things Gen. Marshall decided 
when he took over the Defense 
Secretaryship was to go over, 
piece by piece, in considerable de- 
tail, all the projected fiscal year 
1952 expenditures of the Armed 
Services. Previous estimates were 
gotten up by the Services under 
a general mandate, before Gen. 
Marshall took over, that in effect 
the sky is the limit. 


Whether the President’s an- 
nouncement that he was thinking 
of calling Congress back sooner 
than Nov. 27 was or was not a 
political gesture, the result of the 
earlier session could prove little 
more helpful in the way of enact- 
ing concrete legislation. 

Unless war breaks out else- 
where, the Congress is unlikely 
to pass anything but tag ends of 
things and get a good start with 
hearings on corporation income 
taxation. 


There is little sympathy in in- 
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formed circles with the proposi- 
tion advanced by Sen. Ralph 
Flanders (R., Vt.) that in place of 
an excess profits tax, the corpora- 
tion income tax can simply be 
raised to a much higher level. 

Instead, politics demands that 
there be something resembling an 
“excess profits tax,” even if it be 
called instead a “war profits tax.” 
There is a very definite belief in 
conservative circles that the rate 
should not be higher than 75%, 
and that overall EPT, or whatever 
it is, must be much more liberal 
than the type of former EPT. How- 
ever, the final form te come out 
of Congressional Committee is far 
from determined at this stage, 
even at the staff level. Staff ex- 
perts are still trying te find a way 
to hit war profits without promot- 
ing the kind of inflation the last 
war’s EPT occasioned, yet severe 
enough to get somewhere with 
those “liberals” demanding corpo- 
ration blood. 


(This column is intended to re- 
flect the “behind the scene” inter- 
pretation from the nation’s Capital 
and may or may not coincide with 
the “Chronicle’s” own views. 


FIC Banks Place Debs. 


A -uccessful offering of an is- 
sue of debentures of Federal In- 
termediate Credit Banks was made 
Oct. 19 by M, G. Newcomb, New 
York fiscal agent for the banks. 
The financing consisted of $63.- 
395,000 of 1.76% consolidated 
deventures dated Nov. 1, 1956, atid 
due Aug. 1, 1951. The issue was 
placed at par. 

The proceeds, together 
$18,595,000 cash in treasury, were 
used to retire $81,990,000 of 
debentures meturing Nov. 1, 1950 
($2,565,000 additional due on the 
latter date were retired prior to 
maturity ). 

As of the close of business Nov 
1, 19560, the total amount of 
debentures — wilk 
amount » 690,000. 


Perrin, West & Winslow 
Elect Officers 


Mass.—As of Oct. 30 

following have been 
elected officers and directors of 
Perrin, West & Winslow, Inc., 24 
Federal Street, Boston: Thomas A. 
West, President and Treasurer; 
Andrew N. Winslow Jr., Secre- 
tary; John Perrin, Chairman of 
the Board: W. Richmond Arnold, 
Vice-Presicent. 
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